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Islamic banking differs fundamentally from 
conventional banking in that it is interest - free 
banking. The concept of interest - free banking is not a 
new one. What is new is the bold step taken by some 
countries in adopting and successfully implementing 
interest - free banking in an economic system in which 
western type banking institutions have strong roots. The 
practice of interest has been condemned by philosophers 
as well as by all religions. Aristotle condemned the 
charging of interest describing it as " birth of money 
from money". The Israelites were forbidden from taking 
interest when transacting with each other but could do 
so when conducting business with others. The church 
forbade the Christians from interest dealings. Usury was 
considered an unpardonable sin. However, with the 
passage of time especially after the Renaissance, 
Christian views changed and the widespread practice of 
interest began. In Islam, the Holy Quran prohibits all 
transactions in interest. In the early history of Islam 
we find strict adherence to this principle. With the 
spread of western culture and under its influence 
financial transactions based on interest took their hold 
1 Z. Ahmed. October, 1986. "Viability of Islamic 
Banking". Arabia : The Islamic World Review. V.6. No.62. 
p. 50. 
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on Muslim societies as well. This system became strongly 
entrenched in the modern economic system-
Until the early part of the twentieth century 
Islamic banking was more or less an abstract concept, in 
the realm of ideas only. No concrete and effective 
programme of practical implementation had taken shape, 
one that could have solved contemporary economic 
problems. With a trend towairds fundamentalism in Muslim 
societies ways and means of restructuring of the 
financial system were giv^n serious thought. In the 
1960s in Egypt and in north India and elsewhere too 
isolated and sporadic attempts were made on a modest 
scale at setting up banks based on a riba free, profit 
and loss sharing principle. With this very modest 
beginning it became clear that banking on these lines 
could be practiced on a much larger scale. 
It was in the 70's that a real beginning towards 
the establishment of Islamic banks was made and which 
has had an important bearing on the world economy . The 
motives behind the establishment of Islamic banks and 
financial institutions were varied. 
One of the motives was that the Muslims had been 
looking for means of conducting financial transactions 
that were permissible to them under Quranic principles. 
2 Muazzam Ali. August, 1985. "Islamic Banking 
comes of age." Arabia. The Islamic World Review. V.4 
No.48. p.60. 
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A second reason was the economic dependence and 
deterioration of the Muslim world made more acute by the 
mounting external debt that their economies were faced 
with. A third reason was related to the desire on the 
part of the Muslim communities to reassert their Islamic 
indentity.^ Coincidentally it was around this time, 
that is the seventies,that the world witnessed the oil 
boom which led to accumulation of huge foreign exchange 
reserves with the Middle-east countries. A profitable 
outlet for these reserves was required, a good part of 
which was utilized in the formation of a large number of 
Islamic banking and financial institutions which came 
into being during this period. The person responsible 
for taking the initiative was the late king Faisal of 
Saudi Arabia. 
At present thirty eight banks and financial and 
investment institutions are operating on the principles 
of Islamic banking in three continents - Asia, Africa 
and Europe. At least two of these - the Islamic 
Development Bank of Jeddah and the Dar-al-Mal al-
Islami, Bahamas and Geneva, are operating 
multinationally.^ 
3 Ahmad Kamal El Din. November, 1985. "Islamic 
Banking : Man's conscience God's law". Arabia : The 
Islamic World Review. V.5. No.51, p.46. 
4 "Islam, social justice and economic equilibrum" 
Arabia : The Islamic World Review. October, 1985. V. 5. 
No. 50, p. 67. 
We now find western observers, financial 
institutions and governments all over the world taking 
keen and active interest in the functioning of Islamic 
banking institutions. The IMF has published two 
occasional papers on the working of Islamic banks. 
Western banks are trying to find ways and means of 
integrating Islamic banking with the modern banking 
system. A high-level Japanese delegation from the 
Institute of Developing Economies was sent to the Middle 
East with the aim of establishing contacts with Islamic 
banks and exploring possibilities of co-operating with 
them. The Grindlays Bank has taken the initiative to 
operate Islamic financial instruments in Pakistan. The 
Union Bank of Switzerland (UBS) in 1985 launched its 
Islamic Investment Pool which is reported to be doing 
well. Even China has set up two financial institutions 
based on Islamic principles — "The Ningxia Islamic 
International Trust and Investment Corporation" (NIITIC) 
set up at the end of 1985 with Arab and Chinese finance 
and the "China Ningxia Islamic International Investment 
Company" (CNIIIC) both concentrating mainly in foreign 
trade financing. In India the Al Ameen Islamic Financial 
and Investment Corporation is working in Bangalore 
based on similar non-tra<ll|tional banking principles. 
5 Mushtak Parker. October, 1987. "The Rise and 
Rise of Islamic Banking" in The Middle East. No.156 
pp.23-24. 
Thus we find a beginning towards the practice of non 
conventional banking by financial institutions in 
different countries at different levels. 
The present study examines the working of one such 
institution -the Islamic Development Bank, whose 
functioning is based on the principle of profit and loss 
sharing (PLS), rather than on the principle of a fixed 
payment, in the form of interest, on loan transactions 
in many Islamic countries. It is also one of the 
several institutions set up in the Muslim world in the 
last fifteen years or so to assist in the economic 
progress of the developing countries. 
Qb.iectives: 
The twin purpose of the present study is to 
evaluate the working of the IDB, firstly as a financial 
institution working on non-conventional banking 
principles and secondly as an agency catering to the 
credit needs of the less developed member countries. 
The IDB has been in existence for more than a 
decade during which period it has made positive 
contributions in this sphere. Its working has aroused 
interest in the western world. In a world dominated by 
interest -based transactions, the existence and 
successful functioning of such an institution is 
noteworthy. It is also imperative to find out about its 
shortcomings and analyse the factors responsible for 
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inhibiting progress, as well as to devise measures to 
strengthen the system. 
Importance of the Study 
It is a well established fact that the stage of 
development which the majority of the Third World 
countries are going through necessitates large amounts 
of aid from the developed world. Excepting aid 
channelised through international institutions, major 
part of this aid is tied aid, that is, linked to the 
purchase of goods and services from the creditor 
countries. The assistance provided by the IDB is, by 
contrast, aid representing transfer of resources by and 
large within the group signifying mutual co-operation 
and aiming at solidarity of members. Membership of the 
IDB spans a diverse group from low income countries to 
the oil rich high income economies. Their problems 
differ in intensity and variety. However, so far as the 
poor members are concerned their problems are common. 
The IDB has been established with the aim of 
strengthening the economies and effecting social 
progress in member countries based on mutual co-
operation and assistance and in accordance with the 
principles of sharia. The main hypothesis of the present 
study is that IDB through its various programmes of 
assistance has made positive contribution in promoting 
economic and social progress of members and is moving in 
the direction spelled out by its objectives. 
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Sources of data 
Regarding sources of data relating to the IDB the 
most authentic source are its Annual Reports. 
Fortunately enough, four of these reports (the first, 
fourth, sixth and eleventh) could be procured though 
with considerable difficulty. One report was available 
in Arabic but could not be made use of because of 
difficulties involved in translation. Some scattered 
articles and relevant data on IDB were available in some 
journals -- "Inquiry", "Arabia" and the "Middle East" 
Though considerable amount of literature is available on 
Islamic banking not much work has been done on the 
Islamic Development Bank. A few books in which relevant 
literature was available have also been consulted. These 
have been mentioned in the the bibliography at the end. 
A number of articles on various aspects of Islamic 
banking have been published by the International Centre 
for Research in Islamic Economics, King Abdul Aziz 
University, Jeddah. The IMF has also conducted a study 
on the subject and published an occasional paper, No.49 
by Zubair Iqbal and Abbas Mirakhor. These have been made 
use of in discussion on principles of banking based on 
the PLS system. For relevant data on member countries. 
World Development Report 1987 has been used. In general 
there has been considerable difficulty in obtaining 
relevant literature and data on the topic under study. 
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Limitations 
Since the Islamic Development Bank is a little 
more than a decade old, not much literature is available 
on the subject and not much work has been done on it. On 
the other hand a considerable amount of work has been 
done on the principles of Islamic banking and relevant 
literature on the subject is available to a considerable 
extent. 
Secondly it has not been possible to trace the 
developments in individual member countries regarding 
the progress of the projects financed by the IDB. This 
problem has made it difficult to establish a direct 
link between the activities of the IDB and their impact 
on the development of member countries. However, since 
the amount of financial assistance provided by the IDB 
is more than $ 5000 million it cannot be overlooked. The 
fact that major part of the assistance is for 
infrastructural projects in agriculture, industries, 
transportation etc. and in financing of foreign trade, 
it must definitely have favourable repercussions on the 
economies of member countries, more so in the long run. 
An attempt to establish this fact has been made in the 
present study. The present study should therefore be 
viewed in the light of these limitations. 
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Plan of Study 
The fi£st^ ___chap±>©a?-deals with the principles of 
Islamic banking as these form the basis of financial 
transactions conducted by IDB. A comparison has been 
made with the principles of conventional banking. In the 
second chapter the formation, structure and functions of 
the IDB have been discussed as well as the operations 
conducted by it during the period under review. In the 
thirds chapter details have been given on the different 
types of financial assistance rendered by the IDB to 
member countries. Some of the specific projects financed 
by the IDB in member countries have also been discussed. 
Comprehensive data in the form of tables has been given, 
based on the reports of IDB that could be procured. The 
period under consideration is 1396 AH (1976) -the first 
year of the operation of the Islamic Development Bank 
upto 1406 AH (1986). The IDB conducts its operations 
based on the Hijri years (see glossary). Christian 
calendar equivalents of the period under review are 
given in Appendix - B. In the fourth chapter an analysis 
has been made regarding assistance provided to 
individual member countries and the possible impact of 
these operations on their economies. An attempt has been 
made to study the role of IDB in development programmes 
of member countries. In the last section of the present 
study, some observations have been made regarding the 
functioning of IDB. 
10 
CHAPTER I 
PRINCIPLES OF ISLAMIC BANKING 
This chapter on Principles of Islamic Banking 
deals with some of the theoretical aspects of Islamic 
banking. It is divided into three sections — the first 
discusses the basis of Islamic banking -- the PLS 
principle -- as differentiated from conventional 
banking; the second deals with the financial 
transactions permitted under Islamic banking and the 
third section, attempts to clear some of the doubts 
raised mainly by critics pertaining to the wisdom of 
conducting banking practices on profit and loss sharing 
basis. 
Banks are basically financial intermediaries 
between the savers and investors. Apart from this they 
perform a variety of other functions such as provision 
of remittance facilities, overdrafts to customers, 
issuing letters of credit, acting as agents on behalf of 
customers and render a host of other such services. 
Their functioning has far reaching effects on different 
sectors of the economy as well as on different 
categories of customers. The level of economic activity 
and banking activity are closely interrelated, both 
influencing each other. 
Traditionally banks have functioned on the basis of 
fixed interest payments to depositors and have financed 
11 
different sectors of the economy. They have transacted 
business treating money as a saleable commodity and 
considering non spending as a sacrifice to be 
compensated for in the form of a material reward, 
interest being that material reward. A possible 
alternative to this traditional form of banking could be 
a system in which the rewards are in the form of a 
variable return depending on the profit realised by the 
borrower. This in fact forms the basis of interest-free 
banking developed by Islamic thinkers. 
1. The Basis of Islamic Banking 
The cornerstone of Islamic banking is the Quranic 
prohibition of interest which is considered unjust from 
the viewpoint of both the debtor as well as the 
creditor. Among one of the important teachings of Islam 
is the prohibition of all forms of "unjustified" 
enrichment. Receiving monetary advantage in a business 
transaction without giving a just counter value 
represents a form of unjustified earning. Islamic 
banking on the other hand is based on a profit and loss 
sharing principle which is considered an equitable form 
of conducting banking transactions. It helps to bring 
about a better distribution of income and wealth and 
6 Ahmed El Nagger. February, 1986. "Islamic 
Banks: Substitute for Commercial Banks" Arabia : The 
Islamic World Review. V.5 No.54, p.60. 
7 cited in footnote 4. 
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thereby contributes to a more stable social and economic 
order. 
Islamic views on interest 
The argument that interest is a reward for saving 
or for abstention from consumption is according, to 
Muslim scholars, not a convincing enough justification 
for interest. It is only when savings are invested to 
create additional capital or wealth that interest can be 
justified. Besides a large number of people would save 
even if no return is expected on their savings. Muslim 
scholars regard money only as potential capital which 
requires the services of the entrepreneur to translate 
it into productive use. If the money is used in 
productive assets and leads to creation of additional 
wealth the question is why should the lender be entitled 
only to a fraction of the wealth created (represented by 
interest) by the use of funds loaned out by him. It 
seems fair that he should be rewarded to the extent that 
his capital is instrumental in giving rise to additional 
wealth. As for the debtor, he has to make fixed payment 
in the form of interest regardless of whether he earns 
profit or suffers losses. This too is considered unjust. 
In fact this interest-based system of lending encourages 
the capitalist and acts as a disincentive to the 
entrepreneur, especially the needy one. 
1 9 
1 ^^ 
Consequences of interest-based transactions 
The economic, social, psychological and political 
consequences of interest based banking on the economy 
have been discussed at length and analysed by 
Mohammad Nejatullah Siddiqui in his paper titled 
"Rationale of Islamic Banking". According to him the 
most "pernicious" consequence is the "creation of a 
debt ridden economy wherein the entire entrepreneur 
class, the government and the bulk of the consumers find 
Q 
themselves heavily in debt to financiers". He then 
studies the effects of a system which replaces interest 
by profit sharing. The debtor - creditor relationship is 
transformed into a form of partnership the consequences 
of which are beneficial in their social, economic, 
psychological and political aspects. The effects on 
investment, consumer debt, public debt, distribution of 
income etc. are also examined. 
1. Effect on allocation of resources 
For a simple exposition only two criteria for 
allocation of funds, namely, prospects of profits and 
creditworthiness of borrowers have been considered. 
Social and other considerations are assumed to be equal. 
In the conventional set up debt finance in the 
investment sector is not only inefficient from the 
8 Dr. Mohd Nejatullah Siddiqui 1981."Rationale 
of Islamic Banking" Jeddah. Centre for Research in 
Islamic Economics, King Abdul Aziz Univeristy. pp.3-20 
i4 
viewpoint of allocation of resources but unjust too. 
Since the creditor is concerned about the safety of his 
capital he generally tends to choose the more credit 
worthy borrower rather than the one with more promising 
projects. The debtor on the other hand has inhibitions 
in carrying out innovations on account of uncertainties 
and risks involved even if higher returns are promised. 
The obligation to pay a fixed interest irrespective of 
the results acts as a constraint. Society is deprived of 
higher potential gains. The result is that in the 
allocation of ivestible funds expected profitability 
ceases to be an effective criteria because of fixed 
interest payments involved. 
2. Redistribution of wealth 
The entrepreneur who is exposed to uncertainties in 
the business world is required to make a fixed 
contractual payment though his own returns are 
uncertain. If he incurs losses it does not necessarily 
reflect poor entrepreneurship. On top of it he has to 
pay interest as well, may be from assets accumulated in 
the past. This may impair permanently or temporarily his 
entrepreneurial abilities. This system of finance " puts 
a premium on passive waiting and puts active enterprise 
at a disadvantage." There seems little justification in 
prescribing a definite return on capital when in reality 
the return is indefinite. In this way we find that the 
terms and conditions of lending under conventional 
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banking bring about a redistribution of wealth in favour 
of its owners. With the passage of time the inequality 
gets accentuated. The rentier class thrives while the 
entrepreneurial class is weakened in the process. In 
case the employment of capital yields large profits the 
capital owner gets only a small share. Thus the terms on 
which the capital is supplied is unjust both to the 
lender as well as the borrower. A change in these terms 
which could ensure a return to capital that is in some 
way proportionate to profits would promote justice as 
well as enable realisation of optimum allocation of 
resources. 
3. Effect on consumption 
A considerable amount of borrowing takes place for 
consumption. Two types of debts can be identified -- one 
going to the needy consumer and the other to the 
consumer wanting to purchase sconsumer durables on 
instalment credit. In both cases fixed interest 
payments cannot be justified. In the first case no 
increase in productive capacity of the consumer takes 
place. In fact such cases are regarded as a social 
responsibility and the move towards a welfare state is 
proof enough of this tendency. Therefore a fixed 
interest payment is hardly called for. In the second 
case the consumer wanting to purchase consumer durables 
on instalment credit, there may be an increase in his 
income earning capacity but it is not only uncertain but 
IG 
unmeasurable too. Besides this the cost of servicing 
instalment sales is high and instead of the consumer 
being able to improve his standard it gets in fact 
worsened. Some alternative system can be evolved which 
will enable the consumer to purchase durable goods on 
instalment credit without involving an additional 
burden on him. 
4. Effect on government borrowing 
Another form of debt transaction comes into being 
when the government borrows from banks or from the 
public. Dr. Siddiqui mentions three reasons for 
prevalence of public debt — (a) to bridge the gap 
between the time expenditure takes place and the time 
revenues arise which is met through sale of treasury 
bills (b) medium and long term finance for public 
sector industries and public utilities (c) financial 
resources to meet natural calamities and for defence 
purposes. 
In the first case no returns to capital are 
involved from which interest payments can be made and 
justified. In the second case as with private 
investments returns may be uncertain though supplier of 
capital has to be paid a positive return which is not 
justified. Losses when they occur, and they often do, 
are passed on to the society while the supplier of 
capital is guaranteed his return. In the third case too 
i i 
no positive return or profit results from government 
expenditures. In all these cases interest payments are 
to be made out of taxes. In fact taxes have to be more 
than interest payments to cover the cost of 
administering them. Thus an avoidable waste of resources 
takes place besides accentuating income differences. 
5. International debt and interest 
Still another form of debt is the international 
debt. The trend in international debt has been 
disturbing, showing an ever increasing tendency over 
the past three to four decades. Poor countries, eager to 
develop their economies have fallen into the debt trap 
from which there seems no hope of coming out for decades 
to come. They have been induced to borrow beyond their 
means of repayment. Although the loans are allegedly 
for productive purposes much of it gets channelised to 
unproductive political and other ends and a colossal 
wastage is involved. Besides, the loans have strings 
attatched which restricts the freedom of debtor 
countries regarding the usage of these loans. The 
developed nations are ever eager to extend their arm of 
assistance in providing aid on attractive and liberal 
terms. What is not apparent is the vested interests 
involved. For developed countries are constantly in 
search of markets for their expanding economies. Easy 
availability of loans is too tempting to let the 
opportunity go by and the situation gets aggravated. 
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Developing countries are faced with repayment and debt 
servicing problems of enormous dimensions. External debt 
of low income countries is anywhere in the neighbourhood 
of one-fifth of their G.D.P. and debt servicing around 
one-fourth to one-fifth of their exports. As quoted by 
Dr. Siddiqui in his paper, by the end of the seventies 
outstanding debt of developing countries stood at US $ 
400 billion with interest and amortisation alone 
exceeding $40 billion a year. Even with a debt of such 
proportions the developing countries have not reached 
the stage of self sufficiency or even one of lesser 
dependency. They can hardly be expected to generate a 
surplus to pay back. In the context of international 
economic co-operation the rationale of interest 
bearing debt is open to question. In fact the search is 
on for a new international enconomic order that may be 
able to solve the problems of poor nations. May be a 
solution can be reached in which interest as a basis of 
financial transactions is relegated to the background. 
6. Effect on concentration of wealth and power 
Financial transactions based on interest payments 
lead to a worsening of income distribution and 
concentration of wealth and power. A transfer of 
resources takes place from the large number of debtors 
to a much smaller number of creditors. Except where the 
loan leads to creation of additional wealth and the rate 
of profit is higher than interest rate, payment of 
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interest involves a transfer of wealth from debtors to 
creditors. This is also true at the international level. 
Unless loans create additional wealth in the recipient 
countries a transfer of resources takes place from the 
poor to the rich countries. This concentration of wealth 
and the widening gap between rich and poor nations has 
the potential of bringing about social and economic 
disorder and is a threat to world peace. With 
concentration of economic power, political power also 
gets concentrated in few hands -- the owners of capital, 
who are not just suppliers of debt capital but in the 
course of time become owners of equity capital too. Thus 
in an interest-based society exploitative tendencies as 
well as all the other evils associated with 
concentration of wealth and power are allowed free play. 
7. Interest and inflation 
Apart from this the system has inherent 
potentialities of inflationary tendencies. In the 
process of lending credit creation takes place. 
Unaccompanied by an increase in the supply of goods and 
services it is bound to give rise to inflation. Since 
the main concern of the creditor is creditworthiness 
rather than productivity of the enterprise, creation of 
new money and creation of new wealth may not go 
together. Besides, a good part of the lending may be for 
unproductive purposes like speculation. Since the bank 
is assured of a definite return irrespective of whether 
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the loan transaction brings about creation of additional 
wealth or not they continue to expand credit. The 
results are bound to be inflationary. If return on loans 
is tied to actual results of a porductive enterprise a 
link between creation of credit and creation of wealth 
can be achieved. 
Islamic Banking 
An alternative to traditional banking as practiced 
in Islamic countries is that based on the principle of 
profit sharing alternatively known as Islamic banking. 
The bank assumes the role of a partner in business. 
Depositors in the bank are not promised a fixed return 
but a definite share in the profits accruing on their 
deposits which are invested on their behalf by the 
banks. The entrepreneurs who borrow promise to pay a 
fixed percentage of profits earned. In case no profits 
are made banks get back only what they have lent and if 
the enterprise incurs losses banks have to bear these 
losses. However, due to a variety of investments the net 
result of the bank's operations bring in positive 
returns to the depositors. 
The favourable effects of this type of banking are 
analysed by Dr. Siddiqui in his above mentioned paper. 
He points out to the allocative efficiency of banks 
operating on profit and loss sharing system, their 
beneficial effects on investment and consumption, with 
distributive justice brought about as a result of their 
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opera-bions, curbing of speculative activities and in 
general a favourable effect on the economy as a whole. 
Working of banks on profit sharing principle 
(a) Allocation of resources' 
Working on a profit sharing principle a bank's 
priorities will tilt in favour of the more deserving 
entrepreneur than on the one with higher 
creditworthiness, the latter, often being the less needy-
one. Funds will be allocated on the basis of 
productivity of investments and resources will be more 
effectively distributed and used. Besides this, the 
interests of the financier as well as of the 
entrepreneur will be in harmony and they will work and 
co-perate to see that the enterprise works efficiently 
and enables them to create more wealth. 
(b) Increase IQ investments 
Apart from effecting a better allocation of 
resources the PLS system will ensure an increase in 
investments. Entrepreneurs will be encouraged to take up 
projects which may otherwise not be taken up. The 
obligation of fixed interest charges may have acted as a 
deterrent earlier. Projects which promise high returns 
in the long run but are at the same time risky can be 
taken up. A reduction in the cost of projects by the 
amount of interest would take place. An increase in 
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investments as well as in the volume of employment and 
income will result which will have beneficial effects on 
the economy. 
(c) Curbing of inflationary tendencies 
The PLS system of banking will help to curb 
inflationary tendencies since the creation of new money 
will be accompanied by creation of more goods and 
services. 
(d) CqnsumptlQft iQ^ns 
Regarding interest-free consumption loans banks can 
play only a marginal role. Such loans can form a part of 
the comprehensive social security system of an Islamic 
state based on zakat contributions by members of the 
society. As for purchases of consumer durables on an 
instalment basis an arrangement can be made to provide 
funds to sellers on a profit sharing basis who in turn 
will sell goods on instalment payments, not charging 
interest, but only an additional small amount for 
meeting expenses. The seller's interest lies in that it 
enables him to increase his sales. 
(e) Loans to government 
Regarding loans to governments for meeting 
temporary needs and especially where profitability 
cannot be ascertained, interest - free loans can be 
provided by the banks. If financed out of savings they 
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need not be inflationary. Resources can be mobilised 
for the government by issuing certificates carrying 
dividends for the owner. For financing short term needs 
individuals can be encouraged to provide interest - free 
loans in lieu of which they could be provided with some 
kind of tax exemption by the government. Commercial 
banks could also be required to earmark a percentage of 
their demand deposits for lending to the government. 
Loans for unproductive purposes would be kept to the 
minimum as they will generate inflationary pressures. 
• Under the conventional banking system the 
entrepreneur is left with a residue after having paid 
for all costs including interest to the capitalists. On 
the other hand in the PLS system the entrepreneur is 
assured of a proportionate share of profits realised. In 
case the enterprise does not result in profits, the 
maximum to which an entrepreneur can suffer is that his 
services will go unrewarded. It will not involve a 
transfer of his assets to the capitalist. In this way a 
greater equality in distribution is ensured. The 
entrepreneur is not put to a disadvantage vis a vis the 
supplier of capital. Capital brings in more wealth to 
its owner only when it has resulted in addition to total 
wealth. It therefore does not worsen the distribution of 
income and wealth in society. 
2. Business Operations of Islamic Beinks 
Like an7 other commercial financial institution an 
Islamic bank can be set up on the lines of a joint stock 
company. The difference lies in that the principles of 
Islamic banking must be adhered to in its operations. 
Where normal banking practices clash with the Islamic 
principles they could be suitably modified. Islamic 
banks have devised their own tools and practices to 
carry on banking activities. Islamic banks are permitted 
(a) to acquire funds from the public. 
(b) to render services on fee, commission or fixed 
charges. These may include 
i) Safeguarding valuables 
ii) Transferring funds 
iii) Acting on behalf of clients as their 
agents 
iv) Offering advice with consultancy 
services. 
* 
(c) use of acquired funds in profitable 
9 
activities. 
9 B.A. Bashir. 1986 Successful development of 
Islamic Bank. Journal of Research in Islamic Economics 
Vol.1, 2, pp.64-66. 
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Acqusition of Funds 
Apart from share capital main funds are provided 
by depositors. Broadly speaking deposits may be of the 
following two types. 
A) Those not committed for investment -- these 
take the form of a) Current Accounts and 
b) Savings Accounts 
B) Those committed for investment and are termed 
Investment Accounts. 
Cyiirygnt AQCountg : 
These operate in the same way as under 
conventional banking. 
Savings Accounts : 
Customers are allowed to withdraw funds without 
notice. The bank is therefore not obliged to pay any 
reward. However savings of customers are guaranteed. 
Banks are allowed to make use of money deposited in 
these accounts. In practice it is observed that some 
cash reward is paid to customers from their profits. 
These rewards are, however, discretionary and not 
obligtory. Distribution of profits on these accounts is 
open to question. 
Investment Accounts: 
These are also known as Deposit Accounts. In these 
accounts the customer deposits his money for a specified 
^e 
period for which he is entitled to a share in the 
profits that accrue out of the use of his funds. The 
profit - sharing ratio is usually predetermined and 
varies directly with the duration of the deposit. 
Investment accounts are of two types : 
a) Accounts with authorisation, and 
b) Accounts without authorisation. 
In the first case the account holder authorises 
the bank to invest this money in any of its projects. 
The account holder gets profits after expiry of a 
specific period. In case of investment accounts without 
authorisation the account holder chooses the project for 
investment of his deposited money. The account holder 
is entitled to a share in profits of that project 
according to a pre - determined ratio. In case the 
investment accounts are for some fixed period and the 
account holder withdraws money before the expiry of the 
period, he is either given no profit or a discount from 
the profit is made depending upon the time left for 
maturity of the deposit. 
Investment deposits are quite popular with the 
people. They have shown a good record regarding increase 
in amount of deposits and in number of account holders. 
Savings accounts are equaly popular only in those banks 
where they are entitled to a share in the profits of the 
bank.10 
10 M. Fahim Khan. January, 1981. "Islamic Banking 
as practiced now in the world"...(contd on next page) 
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Investment activities 
Islamic banks have to invest deposits in order to 
earn profits not just for themselves but also to earn 
profits for deposit holders of investment account. The 
procedures adopted are as follows : 
1. Musharkah (Equity) Participation 
The bank and the depositor enter into a temporary 
or permanent participation. In the former case the time 
period is specified. Both parties contribute capital in 
varying proportions and the profit is shared on the 
basis of a predetermined ratio which differs from case 
to case. An agreement can be reached whereby the 
ownership of the whole project or operation may pass to 
the customer. The bank may sell shares to the partners 
who can pay the bank in one lump sum or in instalments 
depending on their agreement. This imparts some amount 
of liquidity to the investment accounts. The other 
option is permanent participation by the bank in a 
trading establishment, building, factory or agriculture 
till liquidation of the firm. This procedure also 
10 continued... Proceedings of a seminar on 
"Monetary and Fiscal Economics of Islam". Islamabad. 
Published by the Institue of Policy Studies, Islamabad, 
1983 in co-operation with the Centre for Research in 
Islamic Economics, King Abdul Aziz University, Jeddah, 
Saudi Arabia, pp.260 - 264. 
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applies to activities other than investment projects 
letter of credit, purchase of real estate. 
Letter of credit 
Banks issue letters of credit to importers. 
If the importer fails to pay the full amount at the time 
of delivery of the goods, the bank will claim a share in 
the profits of the importer, the ratio being agreed upon 
in advance. 
Purchase of xaropertv or real estate : 
The Bank may provide loans for purchase of 
property on the basis of musharka. The bank will assess 
the income arising out of property or real estate and 
this together with the extent of financing will 
determine the bank's share in income. As the instalments 
of the loan are paid up the bank's share in the income 
will be reduced till the whole property is transferred 
to the client. 
2. Mudarabah or Qiradh : 
In this procedure the entire capital is provided 
by the bank and the entire risk is borne by it as well 
for which it is entitled to an agreed percentage of 
profit. The borrower contributes only his managerial 
efforts or labour. In case of loss of capital due to 
negligence of the borrower he will be held responsible. 
For purpose of safeguard the customer is required to 
provide security to the bank. 
11 Ibid. 
3. Murabaha : 
This type of financing is related to trading 
activities. The bank purchases the required commodity 
for the customer who promises to pay the bank after a 
certain time period, an agreed percentage of profit. The 
risk of the bank lies in that the customer may not 
actually buy the goods that have been bought by the bank 
on his behalf. This type of financing is most popular in 
foreign trade and short term transactions for purchasing 
raw materials etc. 
4. Baisalam (post delivery sale^ : 
The bank buys and sells goods on. post delivery 
basis. In both cases the cost is paid immediately while 
delivery is at some future date. Thus the cost is fixed 
in advance but the delivery is postponed. Other 
conditions like place of delivery and its expenses are 
fixed and defined. 
5. Leasing or renting physical capital (equipment) 
The bank purchases physical capital and rents it 
to customers. It may follow a procedure of reduced 
renting, the customer paying in instalments till the 
rent is eliminated and ownership passes on to him. 
Although theoretically these forms of investment 
apply to all sectors of the economy, they have tended to 
concentrate only to real estate and trade sectors. 
Predominance of these short term investments is a normal 
feature in their functioning. 
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Compared to the other forms of investment, 
mudarabah is more popular. Islamic banks have generally 
earned 10% to 14% profit on their investments. 
Bonds and Securities : 
Bonds are issued when large amounts are needed for 
a specific project and carry shares in the profit of the 
project. They are based on a participation contract 
which involves one partner supplying money and the other 
his efforts. As in the case of mudarabah or renting the 
amount of bond holdings decreases as participation is 
reduced. 
Islamic Securities 
These are similar to bonds except that they are 
not related to a specific project. A mudarabah company 
is formed which issues a certificate representing a 
receipt and a guarantee to reimburse the profits of 
the company, if any, to the bearer of the certificate 
at the date of maturity . The amounts are invested in 
local or international enterprises. Profits earned are 
shared according to the extent of participation. 
Loan certificates may be issued by a mudarabah 
company and subscribed to by Muslims who do not want to 
take the risk of investment but are willing to lend for 
the benefit of the Islamic community. Reimbursement of 
,'U 
the loan is guaranteed and it is issued for a fixed 
period. 
Benevolent loans are provided by banks, the 
objective being the welfare of the general public or for 
charity. A service fee which is variable is provided 
for. However, except the Islamic Development Bank other 
banks are not inclined to provide these loans. 
Short terra interest - free loans to meet 
requirements of business enterprises may be given by 
banks free of any charge. The criteria for advancing 
such loans are specific needs of the firm, social 
priority of the project concerned, nature of the 
security offered etc. In practice these loans are also 
1 9 
not very common.-^ '' 
Bills of Exchange : 
Bills of Exchange are modified to suit the 
principles of Islamic banking. No discount is made. Cash 
is provided against the bill in return for which a share 
in the profit from sales is claimed. 
Insurance : 
Some banks also deal in insurance which is 
implemented on a co-operative basis. Policy holders get 
at the time of maturity the amount they have contributed 
plus profits from the investment of the funds. In case 
12 Ibid. 
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a policy holder dies before maturity his nominee gets 
the amount contributed by him plus profits as well as 
the remaining part of his policy which is contributed by 
all the other participants. The system works since all 
are entitled to the same benefits. 
3. Viablity of Islamic Banks 
Modern economy is an interest-based economy. It is 
only in recent years that some successful attempts have 
been made in interest-free banking. So far there has not 
been a single instance of bank failure based on PLS 
banking system. In spite of this many have expressed 
doubts about the viability of a banking system that 
seeks to do away with interest payments. While several 
western observers as well as many governments have shown 
keen interest in the working of these banks, many still 
feel that the system is impracticable. Some of their 
arguments are discussed below. 
It is felt that interest-free banking can be 
practiced only in an economy in which there is great 
regimentation and control by government authorities. 
There is absolute co-ordination between saving and 
investment and where the financial sector together with 
the production sector is under government's control. It 
is also felt that on an economywide basis the PLS system 
will not be able to function efficiently on account of 
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the fact that transactions may not be properly recorded 
13 due to illiteracy of the participants or other factors. 
Poor maintenance of accounts by producers especially in 
the agi'icultural sector in underdeveloped countries will 
act as a hurdle in the calculation of profits and 
losses. Another misgiving common with critics is that 
Islamic banks since they are based on PLS system will be 
faced with frequent defaults due to concealment of 
income by borrowers. The very existence of Islamic banks 
would be in jeopardy. Besides, there will also arise 
problems of liqiuidty in their day to day functioning. 
All these problems will make Islamic banks highly 
vulnerable and together with competition from the well 
established interest-based banks they will have to fight 
against odds for their survival. 
The picture, however, is not as gloomy as the 
critics point it out to be. It is true that the history 
of Islamic banking is too short and the available 
evidence scanty to counter all the above criticisms 
against interest free banks. Yet it can be positively 
stated that the future of interest free banks seems to 
be bright. All the banks that are in existence are 
functioning satisfactorily. Had their base been so weak 
they would have shown signs of slackening. On the other 
13 Z. Ahmad. October, 1986. "Viability of Islamic 
Banking". Arabia : The Islamic World Review. V.6. 
No. 62. p. 49. 
14 Ibid. 
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hand we find a growing interest in countries outside 
the Muslim world in the functioning of these banks. 
Governments are also co-operating with them wherever 
they have set up branches in the western world. 
As pointed out earlier the practice of interest 
has since early times been condemned by philosophers and 
thinkers. However, with the passage of time and with 
change in moral and social values it became gradually 
but firmly rooted in the ecomomic systems all over the 
world. It therefore seems as if banking transactions 
not involving interest payments cannot be conducted 
efficiently. This view presents a biased version as is 
evidenced by the successful functioning of banks based 
on PLS system. The basic function of banks is that of 
financial intermediation and apparently it can very well 
be carried out on the basis of profit and loss sharing. 
So far as defaults are concerned they may be 
present in both systems of banking. Dr. Z. Ahmed in his 
paper "Confidence in Islamic Banking " has identified 
three factors that may give rise to defaults - nature of 
the party financed, purpose for which finance is 
provided and the type of supervision exercised on the 
end use of funds. If care is not taken regarding all the 
three aspects of a loan transaction, incidence of 
default will be high both in the traditional as well as 
the Islamic banking system. With prudent and efficient 
management defaults can be avoided. In fact since 
T _ n _ _ 
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borrowing parties they will be more vigilant about the 
use of funds. They may be entitled to inspect the 
projects as well as to acquire information of accounts. 
This type of monitoring by Islamic banks will minimise 
15 the chances of default. 
Dr. Z. Ahmed further observes that the institution 
of interest is no guarantee against bank failures. He 
cites the example of USA where a large number of bank 
failures took place in the late 19th and early 20th 
centuries. After a period of comparative stability bank 
failures have again been increasing in the last ten 
years. The estimated number of bank failures in USA for 
1985 was the highest in the past fifty years. In the 
case of Islamic banks in their short history there is 
not to be found a single instance of bank failure though 
there have been fluctuations in profits with occasional 
losses too. The general picture is one of steady 
expansion. Thus with efficient monitoring by the Islamic 
banks it may not be possible for clients to conceal 
their earnings and chances of default will be limited. 
Regarding the problem of liquidity, like other 
banks, Islamic banks will not in their early operations 
take up long term investment projects only but some 
short term and medium term financing will also be 
15 Z. Ahmed. November, 1986. "Confidence in 
Islamic Banking". Arabia : The Islamic World Review. V.6 
No.63, p.47. 
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undertaken. In case of temporary financial requirements 
Islamic banks can help each other to tide over such 
difficulties. Assistance can also be obtained from 
central banks for which the government can make suitable 
provisions. 
Another criticizm against Islamic banks is that 
depositors are exposed to greater risks under PLS system 
of banking. This argument is also not valid. In 
interest-based banking, it is true, that savers 
(depositors) are assured of a fixed return in money 
terms. However uncertainty and risk is involved as the 
real return on money cannot be assured. If rate of 
inflation is higher than the rate of interest, 
depositors will be at a disadvantage. In this respect 
profit has an edge over interest as with inflation the 
rate of profit will tend to rise while real interest 
1 R 
rate would often fall. Thus in the PLS system of 
banking expected real returns may be higher than under 
conventional banking which promises fixed returns. 
Theoretically the PLS principle of banking is a 
sound one. In practice, too, it has functioned 
successfully wherever it has been implemented. Different 
financial transactions practiced by banks in general 
have been suitably modified to conform to Islamic 
banking practices. Protagonists of Islamic banking have 
16 Z. Ahmed, October, 1986. OP. cit. p.51 
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cleared the misgivings that have been raised regarding 
this new venture. Success or failure of a bank does not 
depend so much on whether the basis of financial 
transactions is interest or profit and loss sharing as 
on the end use of funds as well as on effective 




ISLAMIC DEVELOPMENT BANK AS AN AID INSTITUTION 
This chapter is about the origin and formation of 
Islamic Development Bank as an aid institution. It 
comprises three sections: the first section gives a 
brief introduction to the emergence of the Arab world as 
a donor of aid to developing countries; the second 
section discusses the formation of the IDB -- its 
objectives and functions; and the third gives an 
account of the different forms of financial assistance 
provided by the IDB to member countries. 
1. Emergence of Arab Aid 
Development aid is an essential element of 
international economic co-operation. Developing 
countries, faced with the problem of falling exports and 
consequent deterioration in their terms of trade and 
reeling under the effects of the oil price hike of the 
early seventies are in special need of this aid. 
According to OECD sources the volume of aid to the Third 
World during 1970-1975 increased from $ 6811 million to 
$ 13,585 million. Due to an increase of 89.9% in the 
price of products the increase in real aid was only 
5%. Of late the Arab world has emerged as an important 
17 Mohammad Khaldi, 1984. "Arab Aid in the World 
Economy". The Role of the Arab Development Funds in the 
World Economy, ed. Michele Achilli and Mohammad Khaldi. 
London, Groom Helm, p.10. 
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source of such aid to other developing countries. Unlike 
the aid provided by the western world this form of aid 
is not tied to the purchase of goods from the donor 
countries. At a time of stagnating demand in industrial 
countries, foreign aid becomes a means by which they 
can control Third World markets where a potential for 
selling industrial products still exists. As against 
this Arab aid is inspired by the aims of 
assistance and co-operation. Arab aid seeks to " create 
economic complementarity between the Arab World and the 
other under developed countries, especially in Africa". 
It represents a transfer of resources from one group of 
the Third World countries to another. The Arab countries 
are contributing 4% to 5% of their GNP as aid. In fact 
aid from some of these countries has reached a high of 
10% of their GNP. ^^ Even when we consider their GNP to 
be one-fifth that of USA, their contribution is 
substantial and cannot be ignored. It becomes even more 
significant when we consider the fact that the 
industrial countries have not been able to fulfil the 
target of less than 1% (0.7%) of the agreed upon 
official development assistance. 
2. Formation of the Islamic Development Bank 
A large number of institutions have been set up in 
the Arab world through which the aid is channelised. One 
such institution is the Islamic Development Bank (IDB). 
18 Ibid, 
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It is an international institution whose creation dates 
back to over a decade. The Muslim countries had long 
felt the need to develop a financial institution that 
would, on the one hand, enable them to develop an 
interest - free banking system and on the other, finance 
the development of their economies. 
At the Islamic Conference of Finance Ministers held 
in Jeddah on December 18, 1973, a proposal to set up the 
Islamic Development Bank was accepted and a Preparatory 
Committee appointed to examine the necessary details. 
The operation of the Bank formally started on October, 
20, 1975. 
Capital structure 
The authorised capital of Islamic Development Bank 
is 2 billion Islamic Dinars (ID) equivalent to US $2.4 
billion, divided into 200,000 shares of the value of 
1 9 10,000 ID each. The minimum number of shares to be 
subscribed by a prospective member is 250. Initial 
subscribed capital was fixed at 750 million ID, payable 
in five annual instalments. Subscribed capital as on 
September 14, 1985, was 1952.07 million ID. The Islamic 
Dinar is the unit of account of the Bank and its value 
is equivalent to 1 SDR (US $1.18). Members' subscription 
is payable in freely convertible currency to the Bank. 
The capital stock can be raised as and when required by 
19 Islamic Development Bank. First Annual Report. 
1396 H (hereafter referred to as Report I) p.5. 
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the Board of Governors on the recommendation of the 
President of the Bank. 
MQmb^rshxp 
Membership of IDB is open to all members of the 
Islamic Conference. No member can withdraw from the Bank 
before the expiry of a period of 5 years from the date 
of its membership. Starting with a membership of 22 it 
20 
subsequently increased and it now stands at 44 (1986). 
(Refer Table 1 ). The four largest subscribers to the 
Bank's capital were Saudi Arabia (ID 200 million), Libya 
(ID 125 million), and UAE and Kuwait (ID 100 million 
each). Subscription of other members varies between ID 
25 million and ID 2.5 million. The four largest 
contributors together provided more than two-thirds of 
the subscribed capital and have 56% of the vote. As a 
group Arab countries hold 60% of the voting power. 
Organization and management 
The Bank is governed by a Board of Governors, a 
Board of Executive Directors and a President, Each 
member country has the right to appoint a Governor and 
one Alternate Governor. In most cases a country is 
represented by its Finance Minister. All the powers of 
the Bank are vested in the Board of Governors which may 
delegate most of its powers to the Board of Executive 
20 Islamic Development Bank. Eleventh Annual 
Report, 1406 H. (hereafter referred to as Report XI) 
p.167. 
42 
Directors. The Board of Executive Directors is appointed 
by the Board of Governors for a period of three years. 
The Board consists of ten members competent in financial 
and economic matters. Four of these are appointed by the 
four largest shareholders and six by the other members. 
The Executive Directors can hold office for a term of 
three years and can be re-elected. The Board of 
Directors is responsible for the direction of the 
general operations and management of the Bank. 
The President of the Bank is elected by the Board 
of Governors for a period of 5 years. He is the chief 
executive officer and the legal representative of the 
Bank as well as Chairman of the Board of Directors. He 
has a deciding vote. There is provision in the Articles 
of Agreement for one or more Vice-Presidents to be 
appointed by the Board of Executive Directors on the 
21 
recommendation of the President. 
Purpose and functions of the IDB 
The main purpose of the IDB is to foster economic 
growth and social progress of member countries and 
Muslim communities in non-member countries in accordance 
with the principles of sharia. 
21 Report I, OP. cit. pp.6-8. 
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IDB seeks to perforin the following functions --
1. To participate in equity capital of productive 
projects and enterprises in member countries 
and to invest in their economic and social 
infrastructural projects. 
2. To make loans to public and private sectors for 
the financing of productive projects, 
enterprises and programmes in member countries. 
3. To establish and operate special funds for 
specific purposes including assistance to 
Muslim communities in non-member countries. 
4. To operate trust funds. 
5. To assist in the promotion of foreign trade 
especially in capital goods among member 
countries. 
6. To provide technical assistance to member 
countries and to extend training facilities for 
personnel engaged in development activities in 
member countries. 
7. To undertake research for enabling the 
economic, financial and banking activities in 
Muslim countries to conform to the sharia.^^ 
The Bank is required to operate on the basis of 
sound economic principles for which purpose it selects 
projects with a high financial and economic rate of 
22 Report I, Ibid.. p.4. 
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return. It seeks to cater to the needs of the relatively 
less developed countries and to promote complementarity 
in the economies of member countries. It is required to 
promote projects with a strong social component giving 
emphasis to creation of employment opportunities. The 
IDB normally provides for financing the foreign exchange 
component but where necessary, local currency component 
also. It is required to maintain a suitable ratio 
between equity investment and loans made to member 
countries giving preference to the former. The Bank does 
not provide loans to enterprises in which it has equity 
participation except under special circumstances. Nor 
does it involve itself in management of projects or in 
exercising control in any way except where it may be 
required to safeguard its investments. It is rarely a 
majority shareholder in the projects in whose equity it 
has invested. 
The IDB does not charge interest on loans but a 
service charge from borrowers. The service charge for 
development lending is 2.5% for the poorest members and 
3% for the relatively better off member countries. Since 
interest is prohibited it has to find alternative means 
of earning on its assets. For this purpose it has 
undertaken financing of foreign trade among member 
countries. It purchases commodities, usually raw 
materials, like fertilizers, petroleum products and 
others and sells them at higher prices to enterprises in 
member states. While the Bank pays its suppliers in 
4^ 
cash, the recipient is allowed to repay its instalments 
upto two years including a grace period of six to twelve 
months. The price differential is not more than 9% per 
annum. A similar method is applied in the leasing of 
23 goods to member countries. 
The IDB is an international entity and enjoys all 
sorts of immunities, freedoms and exemptions from 
national laws and regulations including freedom from all 
national taxes. At the same time it is enjoined from all 
participation in any political activity.^^ 
The principal office of the Bank is located at 
Jeddah and it is authorized to open branch offices 
elsewhere. Arabic is the official language but English 
and French are used as working languages. 
The IDB has established close relationships with 
the World Bank group, the African Development Bank, the 
Asian Development Bank, the Arab Fund for Economic and 
Social Development in Africa, the Kuwait Fund for Arab 
Economic and Social Development and similar 
institutions. The IDB has requested these institutions 
to examine possibilities of co-financing and joint 
financing operations in respect of member countries. The 
Bank has been given observer status in UNCTAD 
Conferences and by the Development Committee of the 
World Bank. 
23 O.E.C.D. 1983. Aid from OPEC Countries Paris, 
p. 120 
24 Andre Simmons 1981. Arab Foreign Aid. New Jersey, 
USA. Associated University Presses, p.125. 
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TABLE 1 MEMBEK COONTRIES SUBSCRIPTIONS, 1986 
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4^ 
3. Operations Conducted by the IDB 
The IDB conducts two types of operations : 
Ordinary Operations and those financed out of Special 
Assistance Account. 
OydiUc^ ry Op^yationg : 
These include (A) Project Financing and (B) 
Foreign Trade Financing which are discussed in detail 
subsequently. They are based on joint financing 
arrangements with international regional development 
financing institutions and multilateral agencies. The 
principles of financing conform to the practices 
prevalent in international/regional development 
financing institutions with necessary exceptions and 
modifications to conform to the principles of Islamic 
banking. 
A. Py^jgct Fj-nangifig: 
Project financing in member countries includes 
financing of projects and financing of technical 
assistance. Project financing covers various forms of 
financing such as equity participation, loans, leasing, 
instalment sale and profit sharing. The Bank gives 
preference to projects with high financial and economic 
rates of return, projects of sub-regional and regional 
nature as well as those which promote complementarity in 
the economies of member countries. Priority is given to 
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the least developed among the member countries. Projects 
taken up by the IDB for assistance are from different 
sectors of the economy viz. agriculture, industry, 
mining, transport and communication. They include 
infrastructural projects such as highways, bridges, 
ports and harbours, airports and communications network, 
communication equipment etc. Others are in public 
utilities -- electricity generation, water supply, 
sewerage, petroleum storage facilities etc. social 
services including health and education. Different forms 
of project financing are : 
1. Equity Participation: 
The Bank invests in projects/enterprises which are 
productive and have potentiality of generating revenue. 
An important guideline in this context is that the Bank 
will accord priorty for equity participation to projects 
if the Bank feels that its participation 
a. would bring about a more balanced relationship 
with foreign capital 
b. would induce the flow of foreign capital by 
increasing confidence of investors 
c. would result in transfer of technology and 
expertise. 
The Bank participates only to the extent of one 
third of the equity requirements, the financing limit is 
a minimum of ID 2 million and a maximum of ID 20 
million for any individual project. 
25 Report I, OP. cit. p.34. 
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2. Loans: 
Interest free loans are sanctioned for specific 
infrastructural projects with a repayment period of 
forty years including a grace period of ten years. A 
service fee is charged to cover administrative 
expenses. The service fee is subject to periodic 
assessment to ensure that it adequately covers the 
administrative costs of loans. Loan financing is 
approved primarily for infrastrutural projects in 
agriculture industry, transport, public utility etc. It 
is expected that these will have a marked impact on the 
long term process of socio-economic development. This 
form of financing is, however, not intended to be a 
major constituent of the Bank's programme. 
3. Leasing: 
Under this form of assistance, IDB makes available 
items such as ships, locomotives, heavy machinery and 
equipment on the basis of leasing. After a fixed period 
26 ownership passes on to the lessee. Lines of leasing 
facilities are also available to national development 
banks/institutions to provide similar facilities to 
needy parties in respective member countries. 
26 Z. Khan. May, 1986. "The IDB : The first ten 
years", Arabia : The Islamic World Review, p.66. 
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4. JnstflXment gglQ = 
A new method of financing has been introduced in 
1405 H (1985) under "Instalment sale" In this case 
ownership of the assets is transferred to the customer 
immediately after delivery, the price being recovered 
in instalments. 
5. Profit sharing : 
To ensure an adequate earning the Bank invests on 
a profit sharing basis in promising projects both in 
the public and private sectors apart from similar 
equity participation. The Bank's major sources of income 
come from dividend earnings and income from profit 
sharing. 
6. Technical Assistance : 
The Bank also provides technical assistance to its 
members. The programme consists mainly of financing 
feasibility studies in member countries with a view to 
directing financial resources to suitable projects. The 
aim is also to identify projects for possible financing. 
Assistance provided is in the form of loans or grants or 
a combination of both. One of the problems faced by the 
Bank is lack of suitable projects. The Board of Exeutive 
Directors in 1981 decided to raise the grant ceiling for 
technical assistance from ID 80,000 to ID 100,000. It 
also recommended to the Board of Governors the creation 
of a special account for technical assistance. 
T)! 
B. Foreign Trade Financing : 
IDB provides assistance for foreign trade 
financing which involves the purchase of goods and their 
resale to the recipient member countries against a mark 
up. Repayment arrangement is on a deferred payment 
basis. The main purpose of this financing is : 
a) to invest surplus funds of IDB which are not 
needed immediately for project financing. 
b) to provide the necessary foreign exchange for 
essential imports to member countries which is 
expected to have positive developmental impact 
on their economies. 
c) to provide temporary balance of payments 
relief to members. 
d) to contribute to promotion of trade among 
member countries. This enables them to enhance 
economic co-operation and integration among 
member countries of IDB. 
Commodities financed range from raw materials to 
intermediate and industrial products such as crude and 
refined oil, fertilizers, cotton, cotton yarn, jute 
products, vegetable oil, paper pulp, cement, sulphur, 
phosphates, petrochemicals etc. 
5'^  
Operations Financed out of Special Assistance Account: 
Net proceeds from deposits are utilised to 
provide assistance under this. Its objectives are : 
1) training and research aimed at guiding members 
to orient economic activities in conformity 
with sharia; 
2) provision of relief to members as well as 
Muslim communities in non - Muslim countries 
affected by natural disasters; 
3) promotion of financial assistance to members 
for the promotion of Islamic causes. 
More than eighteen member countries, eighteen 
Muslim communities, 3 regional Islamic institutions and 
Muslim refugees in five member countries have received 
assistance under the Special Assistance Programme. A 
scholarship programme for Muslim students in non 
Muslim countries has also been initiated under this 
27 programme. 
The above gives us an insight into the working of 
the IDB, its relevance in providing financial assistance 
to member countries in the form of loans, equity 
participation, technical assistance etc. The aid given 
by IDB is basically different from other forms of 
international assistance. For the first time we find a 
lending institution becoming a partner in business. 
27 Ibjq, p.67 
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CHAPTER III 
FINANCING OPERATIONS IN MEMBER COUNTRIES 
In this Chapter details of financial operations 
approved by the IDB have been discussed. A brief summary 
has also been given for some years regarding specific 
projects in respective member countries for which 
financing was approved by the Bank. 
The Islamic Development Bank has completed more 
than ten years of operations. It has financed a large 
number of projects aimed at accelerating economic 
development and social progress in member countries. It 
has also provided technical assistance for feasibility 
studies and financed foreign trade operations aimed at 
increasing the flow of trade between members as well as 
with the outside world. The Bank has also rendered 
assistance to Muslim communities in non member countries 
under its Special Assistance Programme. Table 2 gives 
a brief summary of these financial operations. 
Table 2 FINANCING APPROVED DURING 1396-1406 H 
In ID millions 
Type of Financing No. of Operations Amount 
1. Project Assistance 310 1480.46 
(inclu. tech. assis.) 
2. Foreign Trade 308 3901.88 
Financing Operations 
3. Special Operations 66 166.50 
Total 684 5548.84 
Source : Derived from Table 1 A in the Appendix. 
Total financing approved by IDE during the period 1396 
H to 1406 H (1976 to 1986) stands at ID 5.5 billion in 
different forms. It includes ID 1.48 billion in the form 
of project assistance including technical 
assistance, ID 3.9 billion in the form of foreign trade 
operations and ID 166.5 million of assistance under 
special operations. Total number of all projects for 
which assistance has been provided number 684 including 
310 under project assistance, 308 under foreign trade 
financing and 66 special operations. Total disbursements 
during the above period amount to ID 4.04 billion (US $ 
4.5 billion). This includes ID 570 million for ordinary 
operations (projects and technicial assistance) ID 3526 
million for foreign trade financing and ID 35 million 
for special operations. The Bank gives special 
consideration to the needs of its least developed member 
countries. A significant part of the Bank's loans 
(42.7%) and a little over 70% of its technical 
assistance was approved for these countries. Table l.A 
in the Appendix gives details of the financial 
operations of the IDB during the period 1396-1406 H. 
Table 3 gives us the trend of financing during 
the first eleven years. It is clear that the trend 
depicts a steady growth in financing operations of the 
Bank. Except for a minor reduction in financing in 
1401 H we find an increase from a little over 13 million 
ID in 1396 H to more than 1000 million ID in 1405 H. 
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Table 3 FINANCING TREND (1396 H - 1406 H) 
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In 1406 H however, there is a significant 
reduction in financing approved by the Bank. Due to a 
general recession in the world economy, the demand for 
development funds was low and there was a scarcity of 
processable projects in member countries. In many 
countries with large accumulated foreign debts and 
repayment problems restraint was exercised in taking up 
new investment projects. This resulted in a 35% decline 
in the financing programme of IDB in 1406 H as compared 
to the previous year. 
Financing operations of IDB are divided into 
Ordinary Operations and Operations from Special 
Assistance Account. Ordinary Operations are further 
subdivided into Project Financing and Foreign Trade 
Financing. 
Project Financing 
This takes the form of loans, equity including line of 
equity, leasing including line of leasing, instalment 
sale, profit sharing and technical assistance. IDB 
assists member countries by providing funds for their 
developmental needs. Project financing involves long 
term financing through which foreign exchange is made 
available for implementation of investment projects. 
Lines of equity and leasing are provided to national 
development financing institutions to be used for small 
57 
scale projects especially in the private sector. 
Technical assistance, although an integral part of 
project financing is mentioned separately because of its 
special role in identification and preparation of 
investment projects. 
The IDB had been anxious since its very inception 
to start its operations as early as possible. With this 
end in view the Bank showed keenness in joint financing 
arrangements with co-lenders. The intention was that 
aggregate flow of resources to members should be 
enlarged. The Bank also strove to undertake independent 
operations of its own in the shortest possible time. 
Accordingly the IDB circulated policy documents and 
invited member countries to submit proposals for 
financing The Bank received 159 projects submitted by 19 
member countries. While majority of the projects were 
submitted by governments in member countries, some of 
the projects came from the private sector or from other 
international financial institutions desiring co-
financing arrangements with IDB. In the choice of 
projects, apart from the Bank's basic considerations, 
namely, wide spread of resources, priority to needs of 
least developed member countries and to those with 
higher commitment to development, the Bank gave priority 
to projects in an advanced stage of preparation and 
those involving co-financing arrangements or those given 
r)8 
highest priority by member countries. Two projects 
were approved in 1396 H, a loan of ID 6 million to 
Song Loulou Hydro Electric Project in Cameroon and an 
equity project in Jordan, where 400,000 shares amounting 
to ID 7 million in Jordan Petroleum Refining Extension 
Project were acquired. Thus it was possible for the IDB 
to start operations in the very first year of its 
existence. 
Project financing recorded an increase from ID 
13.45 million involving two projects in 1396 H to more 
than ID 270 million involving 48 projects in 1405 H. 
There was a decline in 1406 H due to scarcity of 
projects in member countries on account of domestic 
financial problems. Cumulative financing during 1396 
H - 1406 H (1976 to 1986) was ID 1480.46 million 
for 310 projects including ID 35.6 million for 77 
technical assistance operations Table 4 on the next 
page gives the trend of project financing during the 
above mentioned period. 
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Table 4 PHOJECT FINANCING INCLUDING TECHNICAL ASSISTANCE 
1396 H - 1406 H (1976 ~ 1986) 











































The above data is shown in figure 2 
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Project financing may take different forms. A 
breakdown of project financing is shown below in Table 5 
Regarding type of financing, maximum assistance (35.2%) 
was provided by way of loans, followed closely by 
leasing (35%) with equity participation at 17%. 
Instalment sale and profit sharing were lower at 9.1% 
and 0.1% respectively. Instalment sale operations were 
started only in 1405 H, hence they have a lower share in 
total financing. Loans and leasing seem to be the more 
popular forms of financing. 
Table 5 AMOUNT APPROVED FOR ORDINARY OPERATIONS BY 
TYPE OF FINANCING, 1396 H to 1406 H 
(1976-1988) In ID Millions 
Type of Financing No. Amount Percentage 
Project Financing 
Loans 92 521.24 35.2 
Equity 61 263.06 17.8 
Leasing 61 518.53 35.0 
Instalment Sale 17 134.65 9.1 
Profit Sharing 2 7.33 0.1 
Sub Total 233 1444.81 9776 
Technical Assistance 77 35.65 2.4 
"Total 3l0 1480746 100700 
Source : Islamic Development Bank Eleventh Annual 
Report. 1406 H., Table 11, p.64 ; Table 1 A 
in the Appendix. 
G l 
Sectoral Distribution of Finance 
With the aim of achieving economic and social 
development in member countries, the IDB has provided 
financial assistance to different sectors of the 
economy. Table 6 gives details of sectoral allocation 
of financial assistance together with its percentage 
distribution. Taking the period 1396-1406 H as a whole, 
highest allocations have gone to industry and mining 
(37.9%) followed by transport and communications (18.8%) 
and agriculture (18.3%), utilities (12.7%) and social 
sector (10.8%). In individual years we find higher or 
lower allocations to different sectors as may be clear 
from the table. Sectoral allocation of finance gives an 
indication of priorities attached to different sectors. 
Highest allocation having gone to industry and mining 
(37.9%), it is evident that the intention of the Bank is 
to build up a strong industrial base in member countries 
which would in the long run enable them to achieve 
economic independence and self reliance. About 19% of 
allocation has gone to transport and communication which 
would strengthen the infrastructural base which is 
usually weak in underdeveloped countries. More or less 
the same emphasis has been given to agriculture, usually 
the most important sector in under developed countries 
while utilities and the social sector have got 
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Details of Project Financing 
Different forms of project financing taken up by 
the IDB are as follows : 
A) Loan Financing 
Loan financing forms an important part of 
operations conducted by the IDB. Total loans financed 
during 1396 - 1406 H (1976 - 1986) amount to ID 521.24 
million for 92 projects in 40 member countries. Two 
loans of ID 15.43 million which were earlier approved 
were cancelled. Loan approvals for different years are 
given in Table 7. A clear rising trend is discernible. 
In the first yeai" of its existence a loan of ID 6 
million was sanctioned for a hydroelectric project in 
Cameroon. In the next year loans increased to ID 55 
million. In subsequent years there were fluctuations. A 
steady expansion took place upto 1405 H when loan 
sanctions stood at ID 98.62 million. In 1406 H there was 
a considerable reduction due to scarcity of projects in 
some member countries as a result of balance of payments 
difficulties and budgetary problems, overdues problems 
in some countries prevented several projects which had 
officially been reviewed and appraised and, some member 
countries with large international obligations were 
restrained from borrowing. Thus loan approvals in 1406 H 
were for 7 projects amounting to ID 28.27 million in 7 
member countries compared to 15 operations amounting to 
ID 98.62 million in 15 countries in the previous year. 
Table 8 gives a brief account of some loan projects 
approved by the IDB. 
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Table 7 LOAN APPROVALS, 1396 - 1406 H (1976 - 1986) 
In ID Millions 
Year No. of Project Amount 
1396 1 6.00 
1397 11 65 .41 
1398 5 25.46 
1399 6 33.74 
1400 9 52 .68 
1401 6 31 .11 
1402 9 45 .03 
1403 11 73 .45 
1404 12 71.46 
1405 15 98 .62 
1406 7 28.27 
Source : Table 1 A. i n t h e Appendix. 
The above d a t a i s p l o t t e d i n F i g u r e 4 b e l o w . 
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B) Equity Participation 
Total equity financing from the beginning of the 
Bank's operations upto 1406 H (1986) amounted to 
ID 263.06 million for 61 operations. This included ID 
91.6 million on account of line of equity extended to 
22 institutions in 16 countries. The amounts sanctioned 
in different years are given in Table 9 on the next 
page. 
During 1406 H (1986) the Bank faced difficulties 
in finding suitable equity projects for financing. 
However, two lines of equity of ID 10 million were 
extended to two national development banks - in Egypt 
and U.A.E. Equity projects of IDB have been facing 
difficulties related to implementation, production, 
marketing as well as operations and finance. 
Fluctuations in exchange rates have also been a major 
contributing factor. On the whole performance of IDB 
equity projects has been far from satisfactory. 
However the Bank considers the decline to be of a 
transitory nature. It has taken necessary steps to 
modify its equity financing policies and set up policy 
guidelines based on the following — 
1. developing a selective approach for appraisal 
of equity financing projects and determining the 
expected rate of return. 
2. involvement of the Bank in equity projects at a 
relatively early stage and linking disbursement of funds 
70 
with the implementation of the project. 
3. the possibilities of disinvestment and rolling 
over of equity. 
4. developing criteria for follow-up and "post 
evaluation" of equity projects.'' 
Table 10 gives a brief resume of some equity 
projects approved by the IDB. 
Table 9 EQUITY PARTICIPATION 1396 - 1406 U 













Source : Table 1 A in the appendix. 
The above data is plotted in figure 5 on the following 
page . 
28 Report XI, op.cit p.73. 
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C) Lease Financing Operations 
An important mode of financing and one that is 
popular too, is leasing. The Bank provides finance for 
leasing of machinery and equipment required for projects 
in member countries. Except in the last two years under 
consideration leasing operations have recorded a steady 
increase from ID 7.7 million in 1397 H to ID 115.3 
million in 1404 H, accounting for 15 to 20% of project 
financing. In 1405 there was a slight decline from the 
previous year (ID 102 million) while in 1406, leasing 
operation amounted to only ID 62.5 million. The reason 
for this decline is the introduction of instalment sale 
financing in 1405 H which, though similar to lease 
financing, has some operational advantages like 1) 
ownership of the asset is transferred immediately after 
delivery to the beneficiary and 2) the asset is offered 
as a counter guarantee to a financing institution thus 
ensuring the IDE's instalment payment. 
Total lease financing (including lines of leasing) 
approved by the IDE from the commencement of its 
operations upto 1406 H amounted to ID 516.53 million for 
54 operations. This excludes more than ID 100 million 
worth of 12 operations which were subsequently 
cancelled. The following table gives figures of lease 
financing, instalment sale, and profit sharing for 
different years during 1396 to 1406 H. 
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Table 11 LEASING, INSTALMENT SALE, PROFIT SHARING 
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C) Lease ITinancing Operations 
An important mode of financing and one that is 
popular too, is leasing. The Bank provides finance for 
leasing of machinery and equipment required for projects 
in member countries. Except in the last two years under 
consideration leasing operations have recorded a steady 
increase from ID 7.7 million in 1397 H to LD lib. 3 
million in 1404 H, accounting for 15 to 20% of project 
financing. In 1405 there was a slight decline from the 
previous year (ID 102 million) while in 1406, leasing 
operation amounted to only ID 62.5 million. The reason 
for this decline is the introduction of instalment sale 
financing in 1405 H which, though similar to lease 
financing, has some operational advantages like 1) 
ownership of the asset is transferred immediately after 
delivery to the beneficiary and 2) the asset is offered 
as a counter guarantee to a financing institution thus 
ensuring the IDE's instalment payment. 
Total lease financing (including lines of leasing) 
approved by the IDE from the commencement of its 
operations upto 1406 H amounted to ID 518.53 million for 
54 operations. This excludes more than ID 100 million 
worth of 12 operations which were subsequently 
cancelled. The following table gives figures of lease, 
financing, instalment sale, and profit sharing for 
different years during 1396 to 1406 H. Table 12 gives a 
brief outline of some lease financing projects approved 
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Technical assistance operations are either in the 
form of a loan, or a grant, or both, the amount not 
exceeding ID 100,000. The purpose is to conduct 
feasibility and engineering studies to identify and 
select projects for possible financing. This form of 
assistance is of special significance for under-
developed countries where often the problem faced is 
lack of suitable projects. There is urgent need in these 
countries for conducting feasibility studies, preparing 
preliminary and detailed design and providing 
consultancy services as well and helping to procure 
research and training equipment during the execution 
phase of a project. Table 14 shows the amounts approved 
each year under technical assistance operations for the 
period under review. 
The amount approved under technical assistance 
programme depicts a steady upward trend from ID 0.8 
million to ID 6.6 million during the period 1397 to 1405 
H. In 1406 H the amount sanctioned was relatively small 
at ID 2.41 million only, the reasons having been 
discussed earlier. The total amount sanctioned during 
this period amounted to ID 35.6 million for 77 
operations in 31 member countries. This amount excludes 
6 operations amounting to ID 0.92 million which were 
cancelled. Technical assistance helps to open up new 
avenues of investment in member countries which is 
82 
crucial if any serious effort is made to implement 
development programmes. 
Table 14 TECHNICAL ASSISTANCE OPERATIONS, 


































Source : 1 A in the Appendix. 
The above data is shown in Figure 7 on the following 
page. 
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Table 15 below gives a brief resume of some of the 
technical assistance projects approved by the IDB during 
the period under review. 
Table 15 TECHNICAL ASSISTANCE PROJECTS APPROVED 















(ID 0.2 m. loan) 
Feasibility study for land 
development in Salamat region 
(grant) 
Feasibility study for integ-
rated land development in Lake 
Fitri region (grant) 
Comoro Rehabilitation & Expansion of 
Islands Moroni Tank Farm $ Expansion 
of reservoir capacity (grant) 
Djibouti Expansion of Passenger Air 
Terminal of Djibouti Inter-
national Airport 
Guinea Kindia National Health School 
Mali Feasibility study of Integrated 
Rural Development Project in the 
Lake Area 
8. Mali Feasibility study & preliminary 
Design of Gossi Rharous Tambouctou 
9. Mali Feasibility study of Oil Storage 
Facility 
10. Mauri- Feasibility study for Develop-


































Country Project Amount 
ID US $ 
Year 
11. Morocco Feasibility study for Maize 
Production (joint venture 
with Sudan) grant 
12. Niger Design of Niamey-Falingie Road 
185 Km, a part of the national 
highway 
13. Niger Study & Design of Arlit-In-
Gezzam Road Project 
14. Niger Rehabilitation of Agro-pastoral 
areas (grant $ 0.45 m.) 
15. Niger Integrated Development of Oasis 
16. Pales- Design of additional buildings 
tine of two Universities - Al-Najah 
University at Nablus, (Occupied 
West Bank) & Islamic University 
in Ghaza 
17. Pales- Laboratory equipment for El-
tine Ibrahimia College Al-Quds 
18. Pales- Feasibility study of Fishing 
tine Quay, Gaza 
19. Pales- Feasibility study of Juice 






20. Somalia Completion of Phase I of imple- 0.35 
mentation of electrification 
project of 5 regional towns 
21. Somalia Livestock Development 
22. Somalia Support Programme for export 
























































Feasibility study for King 
Faisal Bin Abdul Azia Hospital 
Study & design of a petroleum 
Tank Farm 
Feasibility study for Yoko -
Ouahigouya Road Project in 
Liptako Gurma Region (grant) 
Study for Hajja Integrated 
Rural Development Project 
Khawlan Integrated Rural 
Development Project 
Study for a cement plant 
Source : 
Amount 
















Islamic Development Bank Annual Reports : 
Report IV, Table 15, p.65 ; Report VI, Table 
13, p.49 ; Report XI, Table 20, p.79. 
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Foreign Trade Financing Operations 
Foreign Trade Financing Operations commenced in 
1397 H with the intention of utilising surplus funds of 
the IDB not immediately needed for project financing. 
Essential features of these operations are -- 1) Member 
countries get facilities for obtaining essential 
commodities needed for their development programmes. 
2) They are basically placement operations, the funds 
being utilised for a short term. 3) Member countries 
suffering from serious balance of payments problems get 
a temporary relief from these operations. 4) The 
financing operations are based on Bay-Al-Murabaha (Refer 
to Chapter I, Section 2 ) which conforms to Islamic 
banking principles. They involve the purchase of goods, 
and their re-sale to member countries against a 
reasonable mark-up. Payment by the recipient countries 
is on a deferred basis. 5) The goods financed under 
these operations come mainly from member countries 
thereby promoting trade and co-operation as well as 
economic integration among them. 
Table 16 gives details of foreign trade financing 
operations during 1397-1406 H. As with other operations 
we find a steadily rising trend. Number of operations 
increased from 5 in 1397 H to 58 in 1406 H while 
financing increased from ID 43.6 million to ID 572.8 
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In 1406 H there was a reduction in the prices of 
crude oil & petroleum products which accounted for 
almost 50% of the amount approved during the year. The 
data on foreign trade financing operations given in 








































K 1397 139B 1399 1400 1401 1402 1403 1404 1405 1406 
YliAJK 
f JL g »ji IE-e; a 
Total amount approved under foreign trade 
financing upto end of 1406 H was ID 3901.73 million (US 
$ 4385.76 m.) for 294 operations. Out of these, 245 
operations amounting ID 3111.80 million (US $ 3494.00 
90 
million) were conducted among member countries 
representing 80% of the total financing approved under 
this head. There has been a significant improvement in 
this percentage from 63.6% in 1398 to 86% in 1406. 
Commodities financed under these operations 
include crude oil, refined petroleum products, 
fertilizers, cement, sulphur, paper, pulp, vegetable 
oils, cotton, jute products, pipes, iron-sheets and 
other intermediate industrial goods etc. Table 17 gives 
a breakdown of foreign trade financing operations by 
commodities. 
Table 17 BREAKDOWN OF FOREIGN TRADE FINANCING 







































Source : Islamic Development Bank, Eleventh Annual 
Report, Table 22, p.84. 
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In order to promote more effectively trade and 
economic co-operation among member countries IDB has 
initiated a schieme -- Longer-term Financing Scheme 
and prepared operational guidelines for the purpose. 
Member countries have been invited to participate in the 
scheme. The IDB in co-operation with other Islamic banks 
is also establishing an export financing scheme in 
member countries to boost their export trade and 
thereby their economic development. 
Some foreign trade operations approved by the Bank 
are shown in table 18 below. 
Country 











Source of Supply Year 
Europe 1399 
Belgium 1401 
France, Switzerland 1406 






























Abu Dhabi & Saudi 
Arabia 













































































10. Jordan Crude Oil 
(5 operations) 65.5 
2.3 11. Maldives Cement and Cons-
truction materials 
12. Mali Cement, construction 2.0 
Steel, Iron bars etc 2.0 
13. Mauri- Refined petroleum 8.3 
tiana products 
14. Malaysia Industrial Inter- 1.8 
mediate goods 
15. Morocco Crude Oil 23.2 
(2 operations) 
Vegetable Oil 18.6 
Crude Oil 

















Japan, S. Korea, 
Taiwan 
30.0 Iraq, Saudi Arabia 
22.0 France 




































Source of Supply Year 
3.3 4.0 Europe 1399 
4.2 5.0 Bangladesh 1401 
15.6 20.0 Saudi Arabia/Kuwait 1401 
4.3 5.0 Kuwait 1406 
17. Pakistan Cement and 
fertiliser 
15.5 20.0 Urea from Kuwait & 
Saudi Arabia, cement 


















































































Algeria / Morocco 
Kuwait Saudi Arabia, 
Qatar 
Sweden, England 
Mali / Syria 
Saudi Arabia, Kuwait 
Iraq 
Iraq /Kuwait 






















23. Yemen AR 














































Source : Islamic Development Bank Annual Reports : Report I ; Report IV, 
Table 17 p.77 ; Report VI, Table 14, pp.71-72 ; Report XI, Table 
23, pp.86-87. 
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Special Assistance Programme 
Under its programme of special assistance, 
the Islamic Development Bank in 1404 H initiated a 
Special Programme of Emergency Aid to Sahelian member 
countries to help them overcome the problems caused by 
severe drought conditions. The Sahelian countries 
include Burkina Faso, Chad, Gambia, Guinea (Conakry), 
Guinea Bissau, Mali, Mauritiana, Niger and Senegal. They 
are basically poor economies and had faced drought 
conditions for several years. The IDB approved US $ 
50.0 million to provide assistance to these countries. 
The programme is divided into two phases, the first 
consisting of a grant of US $ 20 million for provision 
of vaccines, animal feed, and agricultural inputs. US $ 
16.36 million (81.8%) were utilized by the end of 1406 H 
for various items included in this programme. Vaccines 
accounted for 22.3%, animal feed for 58.8% and 
agricultural inputs for 18.9%. 
The second phase consists of a loan of US $ 30 
million mainly for civil works involving land 
development including irrigation, ground water studies 
and boreholes. Progress under this has been relatively 
slow. Upto end of 1406 H only 18.7% of the amount of aid 
was utilized. Out of this amount 5.5% was used for 
veterinary facilities, 13.5% for animal feed, 49.7% for 
agricultural inputs and 31.3% for hand pumps for 
irrigation and boreholes. 
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The above details ,of IDE's financial assistance 
show the significance of its operations in member 
countries. Since major part of project financing is for 
infrastructural projects, the operations acquire greater 
relevance. They throw a light on the efforts made by the 
IDE to make the members economically independent by 
providing a strong base for the development of their 
economies. Not only this, there is an effort towards 
effecting mutual co-operation among members through 
foreign trade financing operations as well as through 




IMPACT OF ISLAMIC DEVELOPMENT BANK'S 
OPERATIONS IN MEMBER COUNTRIES 
This chapter which discusses the impact of IDE's 
operations in member countries consists of two sections. 
The first section analyses some of the characteristics 
and problems common to the member countries. In the high 
income oil rich economies of the Middle East the 
problem of poverty, low per capita incomes, high 
indebtedness etc. is either non-existent or does not 
assume serious proportions. It is the high dependence of 
the poor member countries on the outside world that 
makes the assistance from IDE significant. The second 
section attempts to analyse the possible impact of IDE's 
operations on member countries. Since comprehensive data 
on progress of projects financed by the IDE in recipient 
countries is not readily available, no categorical 
conclusion can be derived on IDE's role in the 
development of member countries. Nevertheless, on the 
basis of data that is available, some tentative 
conclusions have been derived. They can throw some light 
on the impact of aid provided by IDE. 
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1. Problems and characteristics of member countries 
Membership of Islamic Development Bank ranges from 
countries with per capita incomes of nearly US $ 20,000 
(highest in the world) to, $ 150 (lowest in the world). 
Of the 44 member countries of IDB, 16 are least 
developed countries as defined by the UNO, 9 are OPEC 
members with a capital surplus and the rest are middle 
income countries. A more detailed classification though 
desirable, is difficult due to lack of reliable 
statistics. 
The 16 IDB members which are listed as the 31 
least developed countries by the United Nations, account 
for 65% of the total population. These countries are 
also the poorest of the group with an average per capita 
income in 1979 of $ 179 compared with the average of $ 
29 185 for the group as a whole. 
Some relevant data on member countries for 1985 is 
given in Table 19. One significant feature that is 
prominent is the wide discrepancy in figures which to a 
certain extent reflects differences in levels of 
development of the respective countries. Population 
ranges from 162.2 million in Indonesia (highest) to as 
low as 182,000 in Maldives. Likewise areas range from 
2.5 million sq. km. in Sudan (highest) to 1000 sq. km. 
29 Islamic Development Bank. Report VI 1401 H, p.18 
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in Bahrain (lowest). There seems to be no correlation 
between population and area. Sudan, Mauritiana, Algeria, 
Mali, Niger, Saudi Arabia and some others are thinly 
populated while in Indonesia, Bangladesh, Pakistan and 
Turkey, population density is comparatively higher. 
Regarding GNP per capita, in 1985, in low income 
countries the range was from $ 150 (the lowest, in 
Bangladesh, Burkina Faso and Mali) to $ 380 (in 
Pakistan); in middle income countries from 
$ 420 (in Mauritiana) to $ 6730 (in Oman). In the case 
of high income countries it ranged from $ 7170 ( in 
Libya) to $ 19,270 (in U.A.E.). 
The growth performance of most of the lesser 
developed member countries is largely dependent on 
agriculture which is the predominant activity accounting 
for 30 to 70% of GDP in almost all of them. Since 
agriculture is subject to the vagaries of weather, 
growth in these countries fluctuates frequently. For 
example, their overall growth rates varied between 6% in 
1978 to 0.2% in 1979."^ ^ Growth rates in the oil rich 
economies is much higher than in the poor member 
countries. For 1985, growth rates ranged from 0.1% in 
Mauritiana to 5.7% in Oman. For none of the low income 
countries growth rates were anywhere near the average 
growth rate of 2.9% for low income economies. (Refer 
30 Ibid.. p.19. 
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to Table 19). In fact Niger, Somalia, Senegal, Chad and 
Uganda were among the nine members of IDB that 
experienced negative growth rates. Severe drought 
conditions in the Sahelian countries - Chad, Niger, 
Mali, Mauritiana, Senegal and Gambia during the 
seventies brought about a sharp fall in agricultral 
output. Similarly drought in Somalia and the recurrent 
floods in Bangladesh had adverse effects on agriculture 
necessitating import of foodgrains which further 
strained the balance of payments problems in the 
respective countries. 
The pattern of exports of IDB members reflects the 
underdeveloped character of their economies. In 20 
member countries out of 28 for which data is available 
(Refer to Table 20) exports of primary products account 
for more than 80SS of export earnings. In the case of 15 
countries it is 90% or more, while in 7 out of these 
primary commodity exports account for 98% or more of 
total exports. It is to be expected that such an 
excessive dependence on primary commodity exports 
exposes a country to frequent fluctuations in their 
export earnings and renders their economy weak and 
dependent on the outside world. It becomes imperative 
to initiate large scale programmes of development that 
would enable these countries not only to diversify their 
economies but also to become self-reliant and self-
sustaining. 
J 0 1 
Table 19 BASIC INDICATORS FOR IDB MEMBER COUNTRIES 
IDB Member 
Country 
Low Income economies 
1. Bangladesh 







9. Sierra Leone 
10. Senegal 
11. Pakistan 




Lower Middle Income 
15. Mauritiana 
16. Indonesia 
17. Yemen PDR 
18. Yemen Arab Repb. 
19. Morocco 





25. Syrian Arab Repb 
26. Lebanon 
















































































































































High income oil 
exporters 
31. Libya 
32. Saudi Arabia 
33. Kuwait 
34. U.A.E. 





































































.. Not available, (.) Less than half the unit shown, Figures in 
bold are for years other than those specified, Blank means not 
applicable. Growth rates in real terms, 'w' stands for weighted 
average. 
Source : World Development Report, 1987 
Box A 1, p.269. 
Table 1 
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TABLE 20 :SQt1E TRADE RELATED INDICATORS OF IDB MEMBER COUNTRIES, 1985 
_________________ ___________________ ______________ 
(Millions of Dollars) PRIMARY EXPORTS 1980=100 
COUNTRY 
Exports Imports Fuel, Miner- Other Prim 1983 1985 
als & metals Commod 
1 Bangladesh 999 2772 3 32 
2 Burkina Faso 68 261 (.) 89 
3 Mali 172 363 2 81 
4 Niger 250 353 .. 95 (65) 
5 Benin 152 437 45 39 
6 Somalia 91 380 (.) 98 
7 Sudan 374 771 2 94 
SGuinea 465 373 
9 Sierra Leone 137 166 34 33 
10 Senegal 526 862 18 72 
11 Pakistan 2740 5890 2 35 
12 Afghanistan 566 999 
13 Chad 113 218 
14 Uganda 332 318 (.) 99 
15 Mauritiana 374 234 58 41 
16 Indonesia 18590 12069 75 14 
17 Yeiiien PDR 645 1543 94 4 
18 Yemen Arab 
Republic 10 1360 
19 Morocco 2146 3885 32 28 
20 Egypt Arab 
Republic 4150 11200 72 18 
21 Cameroon 2322 1132 63 34 
22 Turkey 8255 11035 10 36 
23 Tunisia 1738 2757 47 U 
24 Jordan 789 2733 32 16 
25 Syrian Arab 
Republic 1640 3844 65 22 99 94 
26 Lebanon 482 2230 
27 Malaysia 15282 12302 34 39 88 85 
28 Algeria 13034 9061 98 (.) 97 94 
29 Oman 4962 3153 92 1 
30 Iraq 9050 9780 99 1 
31 Libya 10841 6186 98 (.) 96 97 
32 Saudi 
Arabia 27403 23697 98 (.) 106 107 
33 Kuwait 10992 6614 95 (.) 110 108 
34 U.A.E. 14337 5790 95 1 104 108 
NOTE : (All except growth rate in real terms) 
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Financial assistance from the developed countries 
as well as international institutions is a necessary 
concommitant to development programmes in under 
developed countries. However, this may lead to 
excessive debt burden on the recipient countries in 
times to come. The present day world is witnessing this 
disturbing phenomenon which has become an inherent 
feature of the underdeveloped world. External debt of 
the ^IDB members has increased enormously over the last 
fifteen years. For example in Niger external public debt 
outstanding and disbursed increased from 5% of G.N.P. in 
1970 to 51.5% of G.N.P. in 1985; in Senegal from 12% to 
82%; and in Mauritiana from 13.5% to a staggering 208% 
of G.N.P. in the two years respectively. In other 
countries too we find significant increases in their 
debt liabilities (See Table 21). Similarly debt service 
expressed as a percentage of exports also showed 
considerable increase. For the two years 1970 and 1985 
the respective figures were 1.4% and 16.6% for Mali; 
2.1% and 44.8% for Somalia; 3.3% and 19% for Mauritiana; 
and 3.6% and 22% for Jordan. Figures of debt service as 
a percentage of G.N.P. during 1970 and 1985 for the same 
countries were -- 0.2% and 3.5% for Mali; 0.3% and 2.3% 
for Somalia; 1.8% and 12% for Mauritiana; and 0.9% and 
12% for Jordan. 
The above data is a pointer towards the rate of 
insolvency to which most of the member countries are 
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Table 9 in the Appendix, pp.232-33. 
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heading. It is in this context in particular that IDE 
can play a useful role in eliminating debt service 
problems through a system of financing that is 
essentially participatory in character and form. 
The deteriorating economic condition of the least 
developed member countries has necessitated a greater 
flow of international resources. Although global aid 
negotiations at various international forums and 
conferences have taken place no concrete solutions have 
been arrived at to provide greater assistance to the 
poor countries. It is heartening to note that the share 
of OAPEC in official development assistance has 
increased by 45% from $ 4.7 b. in 1976 to $ 6.8 b in 
1980. Assistance to the least developed countries has 
reached 2.34% of their G.N.P which is more than the 
O-I 
internationally accepted target of 0.7%.^^ 
During the period 1960-80, the per capita G.N.P. 
of the low income countries rose annually by 1.95% (from 
US $ 180 to US $ 250) while in the developed countries 
it rose by 4.5% (from US $ 5580 to US $ 10,660). Thus 
per capita income in the rich countries rose from 31 
times the income of the poor countries to 43 times their 
income during the same period. Hence the widening gap 
between the rich and the poor countries. 
During the last two decades unemployment. 
31 Iblcl. , P. 21 
^07 ] I 
inflation, slow growth and balance of payments 
difficulties have afflicted both the industrialized as 
well as the less developed and not so affluent nations. 
Concerned with their own domestic economic problems, the 
industrialized countries have been following restrictive 
policies more than ever before. Inflation has been the 
most serious problem of the industrial market economies. 
Conventional policies to generate more employment have 
failed to effect the desired results in the western 
•world. Coupled with strong trade unionism the result has 
been inflation which has fluctuated between 10% and 12% 
since the mid-seventies. Lately, however, with tighter 
fiscal and monetary policies the trend is beginning to 
change. 
The industrial countries faced with inflation 
have adopted restrictive monetary and fiscal policies 
which has had adverse repercussions in the poor 
countries, including poor members of the IDB. Among the 
measures adopted have been i) a rise in interest 
rates making borrowing by poor countries expensive, 
ii) imposition of import controls with a reduction of 
export potential of poor countries and iii) reduction in 
development assistance. These.measures have raised the 
import bill of the poor members of IDB, brought about a 
reduction in exports and a consequent increase in 
current account deficits which have trebled in the late 
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seventies. The poorest among the members are highly 
vulnerable to external developments in the world economy. 
Decrease in external assistance has added to the balance 
of payments difficulties of members. Poor countries' 
terms of trade have continued to deteriorate which has 
eroded the purchasing power and import capacity of these 
countries. Unless a transfer of resources takes place 
development programmes of these countries are likely to 
suffer. In fact many of the low income countries have 
been forced to cut down on their development programmes. 
Increasingly dependent on external assistance the low 
income countries look up to the more fortunate nations 
to assist them in achieving a higher rate of economic 
growth. 
32 Ibid.• p.18. 
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2. Impact of Islamic Developmen-b Bautik on 
the Development of Member Countries 
The primary concern of the underdeveloped world is 
how best to develop its economies in the shortest 
possible time. Not possessing capital and technical know 
-how in adequate amounts they are dependent on the 
outside world to help them in achieving their goals. 
There are in existence a number of international 
institutions and funding agencies that help the poor 
countries in their development programmes. IDB is one 
such institution whose purpose is to provide financial 
assistance to underdeveloped Muslim member countries. 
A bank's role in economic development can either 
be direct or indirect. Meeting financial requirement of 
different sectors of the economy belongs to the first 
category while the second includes all those facilities 
created that would in turn help in the development of 
other sectors. In this light we can make an attempt to 
assess IDE's role in the development of member 
countries. 
It is necessary to reiterate that the present 
study is intended to highlight IDE's role in the 
development of member countries in general and not 
individually. As has been mentioned earlier, no 
information could be procured on the progress of 
projects approved and financed by the Bank. Hence no 
definite conclusions can be made regarding the role of 
] to 
IDB in the development of member countries. However, 
from the information and data that are available on 
IDE's financing operations we can derive some tentative 
conclusions. 
Some of the major beneficiaries have been 
Pakistan, Jordan, Algeria, Bangladesh, Morocco, Turkey, 
Tunisia and Iraq. Taking number of operations as a 
whole, highest number of operations have been conducted 
in Turkey (50), followed by Bangladesh and Pakistan (45 
each), Jordan (31), Algeria (30 ) and Morocco (29). One 
possible reason for higher number of operations in these 
countries is that they have larger areas, higher 
populations, hence larger requirements, than countries 
like Djibouti, Guinea-Bissau, Maldives, Comoros etc. 
which have much smaller areas and where number of 
operations sanctioned were less than 10 each. Regarding 
number of projects approved, highest number were for 
Turkey (20) followed by Jordan (17) and Pakistan (16), 
Tunisia (15) and Morocco (12). Total contribution of IDB 
towards development programmes since its inception upto 
1406 H has been about ID 1500 million. Combined with ID 
3900 million on account of foreign trade financing 
operations, the total amount comes to more than ID 5000 
million (5 billion). Apart from this, ID 166 million-
were sanctioned from Special Assistance Account. (Refer 
to tables 22 & 23). 
It is not merely in quantitative terms that the 
contribution of IDB becomes significant. The type of 
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financial accomodation provided as well as the purpose 
are equally important. Also, since the nature of 
assistance is essentially participatory in character, 
there is a greater degree of involvement of the lending 
institution, hence an element of co-operation is 
involved and a concern to ensure the success of the 
projects. On examining trends in different modes of 
financing we can infer that the contribution of IDB has 
increased with the passage of time. Not only has the 
amount sanctioned increased, but coverage has also 
increased. More and more countries have benefitted and 
better and more effective means of financing have been 
sought such as instalment sale operations introduced in 
1405 H. Other schemes are also being introduced for 
a more effective contribution by IDB such as 
introduction of line of instalment sale and longer term 
financing on account of foreign trade. The Bank started 
with a membership of just 22 which has now increased to 
44 -- a doubling during the short period of 10 years. 
This speaks of the growing popularity of the Bank. 
An evaluation of the Bank's role can be done on 
the basis of the following contributions in the 
development of member countries --
The nature of assistance provided 
The basis of financial assistance is sharing in 
the profits and losses of the borrowing party. Interest, 
an important item in the producer's cost of production 
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is eliminated. Lower costs and prices increase the 
competitive ability of producers. A brief discussion has 
already taken place earlier on the growing problem of 
indebtedness of member countries. In some of the 
countries debt outstanding as well as debt service ratio 
has assumed grave proportions (Refer to Table 21). Debt 
outstanding as a percentage of G.N.P. ranges from 35% in 
Turkey to 135% in Yemen PDR and it is as high as 208% in 
Mauritiana. A high percentage of exports ranging from 
25% to 50% goes to meet debt service charges. This 
limits the capacity of the country concerned to import 
necessary capital and other items for purposes of 
development. 
Increase in investment 
By participating in the equity capital of projects 
in member countries, the Bank encourages investment in 
respective countries. Though equity participation is far 
from satisfactory, nevertheless, its contribution has 
taken place in some important infrastructural projects in 
member countries such as Jordan Petroleum Refining 
Extension in Jordan (1396 H), Guelbs Iron Ore Project, 
Mauritiana ; Fujairah Cement Co., UAE ; Marib Poultry 
and Egg Co., Yemen (all in 1399 H), PT Sumatex Subur 
Textiles, Indonesia ; Zemamra Sugar Project, Morocco; 
Kirklareli Glass Industry, Turkey (all in 1401 H) and 
many more such projects. The objectives of the Bank have 
1 J 3 
been varied — self-sufficiency in important products 
like textiles, cement, glass, foodstuffs (poultry and 
eggs as in the case of Marib Poultry and Egg co,), 
saving of foreign exchange (as in the case of 
Kirklaleri Glass Industries in Turkey, an estimated $ 12 
million per annum of foreign exchange is expected to be 
saved) or export (as in the case of Fujairah Cement Co, 
UAE). 
Though total equity participation of the Bank 
since its inception upto 1406 H amounts to ID 263.06 
(US $ 313.56) million only, the projects in which the 
Bank has participated have an important impact on the 
development potential of member countries. 
Investment %n infrastructural projects 
The Bank has invested in a large number of 
infrastructural projects in the member countries. A 
total of about ID 1500 million was approved for 
different types of project assistance during 1396 H to 
1406 H. In terms of amount approved, highest assistance 
went to Turkey - ID 182.39 million, followed by Jordan -
ID 120.96 million ; Pakistan close behind got ID 118.8 
million, Tunisia ID 88 million and Bangladesh ID 76.78 
million. (Refer to Table 23). Assistance to different 
sectors on an average during the period under review 
was - Agriculture and agro - industries 18.3% ; Industry 
and mining 37.9% ; Transport and communication 18.8% ; 
Social sector, health and education 12.7% ; utilities 
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10.8% and others 1.5%. In individual years the relative 
percentages have varied depending upon demand for 
different projects. For example agriculture and agro-
industries were allocated less than half (43.7%) of 
project finance in 1405 H. while in 1399 H this sector 
received only 7.9%. Similarly in both 1399 H and 1401 H 
industry and mining received 52% while in 1405 H only 
22.5% went to this sector. Transport and communication 
received a maximum of nearly 30% in 1403 H. Thus we find 
priority changing in individual years. 
Investment has taken place in basic industries 
like iron and steel, cement, petroleum, fertilizer 
production as well as in infrastructural projects like 
generation of power, development of ports and airports, 
construction and development of roads, irrigation works 
and so on. The significance of such projects in the 
early stages of development, in fact upto the take-off 
stage, cannot be over emphasized. Herein lies the 
contribution of IDB that it has provided financial 
assistance in various forms for an all-round development 
of the economy. A balanced approach has been adopted in 
providing development assistance. Some of the important 
projects approved by the IDB have been the Song Loulou 
Hydroelectric project in Cameroon, Jordan Petroleum 
Refining Extension project (both in 1396 H), 
construction of airport at Port Sudan, Sevare Gao Road 
project in Mali, Guelbs Iron Ore project in Mauritiana, 
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Fujairah Cement Company, U.A.E. (all in 1399 H), 
Manantali Dam project in Mali, Mauritiana and Senegal 
(1401 H), Zarqa River Basin project in Jordan (1406 H). 
Assistance through leasing and instalment gale 
An important mode of financing is through leasing 
of machinery and equipment essential for execution of 
development projects. For this purpose, IDB has financed 
member countries and helped them to procure the 
necessary equipment. More than ID 500 million worth of 
financing operations were conducted under this head. 
Maximum assistance was provided to Turkey (ID 121.63 
million) followed by Pakistan (ID 70.83 million), Jordan 
(ID 52.69 million), Bangladesh (ID 37.78 million), Oman 
(ID 28.66 million) and Libya (ID 26.05 million). In the 
case of instalment sale operations which are similar and 
which were introduced in 1405 H, a total of ID 134.65 
million were provided. The major beneficiaries were 
Turkey, Libya, Jordan, Pakistan and Algeria. Some of the 
important projects for which equipment was provided 
under lease operations were - Broiler Parent Stock 
Centre project in Algeria, Cimenterie de 1' Oriental, 
Morocco for cement project, (both in 1399 H), Chittagong 
Urea Fertiliser Project, Bangladesh, Purchase of Oil 
Tanker for Pakistan (both in 1401 H), Upper Yarmouk 
Irrigation, Syria, Tissmok textiles, Tunisia (both in 
1406 H). Prjoects under instalment sale, all in 1406 H 
i i 6 
were - Antibiotics Industry, Iraq, Telephone Cables, 
Libya, Sabah Pulp and Paper Mill, Malaysia, Oil Palm 
Mill, Malaysia and others. The importance of these 
operations lies in that development programmes are not 
delayed for want of essential equipment. On reasonable 
terms these are made available to the member countries. 
Repayment is not a burden as a part of the profits are 
utilised for the purpose. Debtors are relieved of the 
burden of interest payments under this system of 
financing. 
IDE's technical assistance programme 
Of special significance is the technical 
assistance rendered by the IDE. Although the amount 
sanctioned uder this during the period 1396 to 1406 H 
was only ID 35 million, the number of projects for which 
assistance was provided were 77, an average of 7 per 
year. Often the problem faced by IDE is that of finding 
out suitable projects for financing.. In underdeveloped 
countries resources may not be lacking but the problem 
is one of identifying areas of development. In this 
context technical assistance operations of the IDE are 
important as the emphasis is primarily on conducting 
feasibility studies, preparing the blueprint for 
development and helping to execute the projects. The 
primary beneficiaries are Palestine, Niger, Mali, 
Burkina Faso, Yemen AR, Somalia, Uganda, Mauritiana 
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Guinea etc. The beneficiaries in this case are 
different mainly due to the fact that member countries 
which are less developed and poorer too are the ones 
which require this type of assistance more than the 
relatively more developed and better off member 
countries. Some of the technical assistance projects are 
Sourou Valley Agricultural Development in Burkina Faso 
(1406 H), Expansion of airport at Djibouti, Integrated 
Rural Development Project in Mali, Study for Development 
of Livestock in Mauritiana (all in 1401 H), design of 
two roads (Niamey Falingie Road and Arlit-In-Gezzam 
Road) in Niger (in 1399 and 1401 H), design of 
additional buildings of two Universities at Nablus and 
Ghaza in Palestine (1399 H) and others. For details 
see Table 15. 
Foreign Trade Financing and Economic Co-operation 
Foreign trade flows between member countries are 
significant as they represent, to some extent, the state 
of economic and financial co-operation between them. Not 
only do they indicate the extent to which the trading 
economies are interlinked, they also serve to identify 
the possible areas of co-operation and economic 
complementarity. The IDB has recognised that an 
increased flow of goods and services among member 
countries would be an effective method of achieving 
economic integration. An increase in trade among 
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•themselves in primary goods as well as in light 
manufactures will also enable the IDB members to lessen 
the adverse effects of growing protectionism in the 
industrial countries. This can be done through 
preferential trade agreements and export credit 
facilities. 
However it is rather disheartening to note that 
barely 10% of trade has been carried out among member 
countries. This is a depressingly low figure compared to 
intra-trade among industrial and developing countries 
which was 70% and 30% of total trade respectively in 
1985 (Refer to Table 24 for details). Regarding intra-
trade it is dominated by a group of countries. Data for 
1985 suggests that those countries more oriented towards 
intra-trade in exports were Djibouti (84%), Somalia, 
Lebanon, Jordan, Sudan, Turkey, Bahrain, Yemen AR and 
Yemen PDR (20 to 60%), Bangladesh, Kuwait, Senegal and 
Saudi Arabia (14 to 19%). On the import side, trade was 
consentrated in Bahrain, Pakistan, Yemen PDR, Somalia, 
Sudan, Morocco (21 to 52%), Oman, Yemen AR, Turkey, 
Lebanon, Jordan, Iraq, Bangladesh and Mauritiana (14 
to20%).32 
Regarding commodities traded, petroleum and its 
products account for more than 50% of total intra-trade 
flows. Others are vegetable oils and other foodstuffs 
33 IDB, Report XI, 1406 H, op.cit.. p.27 
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(live animals, fish, fx-uits, vegetable etc.) and other 
agricultural commodities (cotton, tea, rice, sugar), 
cement, fertilisers, iron and steel products, cotton, 
rubber, palm oil, jute etc. Vehicles and light machinery 
are mainly re-export items. 
Thus the important factors regarding intra-trade 
that come to light are firstly its low volume and 
secondly high country and commodity concentrations. 
The IDB recognizes the urgent need to expand trade among 
members. With this end in view it has been directing its 
efforts and providing the necessary financing to member 
countries to enable them to import essential 
developmental inputs, giving emphasis to member 
countries as sources of supply of such commodities. 
Total amount of financing approved under these 
operations upto the end of 1406 H amounts to ID 3902 (US 
$ 4.386) million. Financing of trade by the IDB between 
member countries increased from 55% in 1397 to 86% in 
1406 H, the average coming to 80%. In the context of the 
present day world when different countries come together 
to form trading groups with common aims and policies, it 
would be in the immediate as well as long run interests 
of IDB members to increase trade among themselves and 
thereby achieve co-operation and economic integration. 
To the extent that IDB has promoted trade among members 
through trade financing operations, it has made a 
valuable contribution. 
0 
TABLE 22 COUNTRYHISE FINANCIAL ASSISTANCE APPROVED DURING 1396-1406 H (1976-1986) 
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Source \ Islaiic Developient Bank, Eleventh Annual Report, 1406 H. 
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TABLE 23 : PROJECTS APPROVED BY COUNTRY AND BY TYPE OF FINANCING, 1396 - 1406 H 
(1976 - 1986) 
(ID Millions) 
p"""R"""o"'j""i'""c""f"s ' ~" 
(a) (b) (c) Instal- Profit Technical Total 
Country Loan Equity Leasing went Sale Sharing Assistance 
1 Algeria 23.64 11.75 23.39 
2 Bahrain 4.44 3.05 15.29 22.78 
3 Bangladesh 33.60 5.25 37.78 76.78 
4 Benin 4.70 2.32 7.02 
5 Burkina Faso 9.89 5.42 3.51 4.04 22.86 
6 Cameroon 19.85 13.76 1.00 34.61 
7 Chad 13.85 0.24 14.09 
8 Comoros 6.75 1.41 8.16 
9 Djibouti 4.90 0.95 5.85 
10 Egypt 10,30 5.00 5.00 20.30 
11 Gabon 5.00 5.00 
12 Gambia 0.60 0.60 
13 Guinea 19,20 4.07 6.15 1.24 30.66 
14 Guinea 
Bissau 0.46 0.46 
15 Indonesia 15,00 16.84 8.56 3.12 43.52 
16 Iraq 19.71 10.87 30.58 
17 Jordan 19.00 29.38 52.69 19.38 0.53 120.98 
18 Lebanon 7.44 0.09 7.53 
19 Libya 26.05 25.64 51.69 
20 Malaysia 23.64 8.30 12.50 6.17 50.61 
21 Maldives 1.67 5,34 0.09 7.10 
22 Mali 27.41 2.66 2.37 32.44 
23 Mauritiana 27.63 7.67 18.89 1.35 55.54 
24 Morocco 18.54 36,08 3.53 3.06 0,15 61.36 
25 Niger 20.90 9.22 3.55 33.63 
26 Oman 14.55 7.01 28.66 7.01 0.24 57.47 
27 Pakistan 13.25 20,16 70.83 14.60 118.84 
28 Palestine 1.22 1.22 
29 Senegal 20.85 15.33 9.30 3.11 48.59 
30 Sierra 
Leone 6.00 1.87 7.87 
31 Somalia 13.00 2.00 2.00 0.90 17.90 
32 Sudan 13.00 7.25 20.25 
33 Syria 14.65 32.00 46,65 
34 Tunisia 33.67 20.61 23.29 10.43 88.00 
35 Turkey 7.25 24,78 121.63 25,68 3,05 182,39 
36 Uganda 8,67 6.00 1,34 16,10 
37 U.A.E. 17.52 5.00 4,27 26.79 
38 Yemen AR 21.90 1,70 24.53 2.85 50,98 
39 Yemen PDR 17,30 0.72 18.02 
TOTAL 521.24 263706 518753 134765 7733 33765 l4Bo746~ 
(a) Includes Line oi Equity (b) Includes Line of Leasing (c) Commenced in 1405 H 
Note : Totals may not add due to rounding 
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Emergency Aid to Sahelian Member Countries 
Shortage of food,fodder and agricultural raw 
materials can be an important constraint in the economic 
development of underveloped countries. The IDB provided 
financial assistance under a special programme of 
Emergency Aid to some of the member countx'ies that were 
suffering from drought conditions. During 1404 H, the 
Bank approved US $ 50 million - US $ 20 million in the 
form of grant and US $ 30 million in the form of loan 
81.8% of the grant and 18.7% of the loan facility have 
been utilized. Burkina Faso, Chad, Gambia, Guinea 
(Conakry), Guinea-Bissau, Mali, Mauritiana, Niger and 
Senegal have benefited from this programme under which 
vaccines, animal feed and agricultural inputs have been 
provided by way of grant. Loans for purposes of land 
development have been utilized for minor irrigation 
works. 
It is heartening to note that the IDB, apart from 
its regular financing programmes, has provided 
additional assistance to the poorest among the member 
countries when they were in dire need of such relief. 
The sincere efforts of the IDB to promote economic and 
social development are commendable. Though the amount 
involved is not an impressive one, what is relevant is 
that the approach of the IDB is need-based and is a 
pointer to the fulfilment of its primary objective of 
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mutual co-operation, economic integration and solidarity 
of member countries. 
Another contribution of the IDB which needs 
mention is its role in the distribution of sacrificial 
meat during the Hajj seasons. The programme was 
initiated in 1403 H and upto 1406 H, more than 900,000 
heads of sheep were distributed to needy Muslims in 
member countries including Bangladesh, Burkina Faso, 
Chad, Djibouti, Egypt, Gambia, Jordan, Mali, Mauritiana, 
Niger, Pakistan (for Afghan refugees), Senegal, Sudan, 
Syria, Yemen AR and Yemen PDR. The amount spent by the 
Bank was US $ 1.60 million. The Bank arranged for the 
despatch of the meat by air, land and sea to member 
countries. The Bank intends to expand the programme in 
future. 
Another programme established in 1403 H is the 
Technical Co-operation Programme among IDB member 
countries for exchange of experience and information 
among them. Seminars and workshops organized in member 
countries have provided useful information and training 
to them. 
The above gives us an insight into the positive 
role that IDB has played in the economic and social 
development of member countries. Though a follow-up of 
the projects and programmes could not be obtained, we 
can safely conclude that the IDB has not only been 
34 I D B , Report~XI7~l406~H~o£,_citI7~pTIo5' 
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deeply concerned but thoroughly involved in the 
development progranunes of member countries. It has 
catered to the varied requirements of members, brought 
about an increase in investment in the respective member 
countries, helped them in the setting up of 
infrastructural projects, procured necessary equipment, 
raw materials and other goods essential for 
implementation of their developmental programmes. By 
conducting feasibility studies it has identified the 
possible areas of future development. Above all it has 
effected mutual co-operation and integration of member 
countries. 
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SUMMARY AND CONCLUSIONS 
This study has examined two aspects of the Islamic 
Development Bank (1) the principles of Islamic banking 
which form the basis of the IDE'S financial operations 
on the development of member countries; and (2) 
different forms of financing through which IDE provides 
assistance along with brief information about specific 
projects undertaken for assistance. In the light of our 
preceding discussions the following conclusions may be 
derived.. 
So far as the principles of interest-free banking 
are concerned, they have been adhered to in the 
functioning of IDE. Although protagonists of these 
banking practices claim that they can be practiced on an 
economy - wide basis outside the exisiting banking 
structure, in reality they have co-existed with 
traditional banking practices. Iran and Pakistan, where 
the governments have switched over to interest-free 
banking, are still going through a period of transition. 
It is therefore, a bit early to say whether interest-
free banking can totally replace traditional banking. 
Besides, even if individual countries do adopt it 
totally, what will be their relationship with banks and 
with other countries, is difficult to predict or define. 
It is true that there is no instance of 
failure of interest-free banks in their short history. 
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However, this should be interpreted in the light of the 
transactions conducted by them. As in the case of IDB, 
major part of the funds are sanctioned for trading and 
construction activities. Besides, funds are provided to 
government or semi-government agencies. Hence, chances 
of default are nearly absent. How effective interest-
free banking would be with the public at large is a 
debatable proposition. A cosnstraint and one that is 
likely to affect their functioning, is lack of trained 
personnel, epecially in view of the fact that greater 
supervision and follow-up action is required. In this 
context it will be appropriate to mention that the Bank 
has been actively engaged in training programme for its 
officers, in organising seminars and workshops in the 
relevant field. The future of these banks depends to a 
great extent on how effectively they can compete with 
interest-based banks which have firm and deep roots in 
the modern economic system all over the world. 
The start of the IDB was promising and it 
commenced its operations without much delay. The Bank 
was anxious to launch a large scale programme. 
Consequently its involvement was in various projects. It 
gave emphasis to co-financing arrangements with other 
regional institutions like the Arab Fund for Social and 
Economic Development, the OPEC Fund for International 
Development, the Arab Bank for Economic Development in 
Africa and others. 
]2S 
Regarding financial operations of the IDB, there 
are only two instances of IDB investments on profit 
sharing basis. Investments in equity capital of 
projects, too, is far from satisfactory (Chapter III). 
Instalment sale and leasing operations, on the other 
hand, have been quite popular both with the borrowers 
and the Bank. A striking feature is that foreign trade 
financing operations have assumed the first place in 
terms of total amount financed although they were 
originally intended to be placement operations. That is, 
funds not immediately required for project financing 
were to be used for financing of trade. Technical 
assistance of the IDB has rendered a useful service in 
identifying areas of future development in member 
countries. 
An analysis of the above operations reflects the 
efforts of IDB in trying to fulfil the professed 
objective of effecting economic and social progress in 
member countries. Not only have investments occurred in 
important infrastructural projects, due emphasis has 
also been given to financing of educational and training 
institutions as well as provision of basic amenities 
like drinking water, sanitation and the like. A need 
based approach of the IDB is reflected in the special 
programme of assistance it has provided to the drought 
affected African countries in the Sahel region (Chad, 
Niger, Gambia, Guinea, Mali, Mauritiana etc.). We find 
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the IDB carrying out its objectives in letter and in 
spirit. 
With respect to achieving mutual co-operation and 
economic integration of member countries, IDB has sought 
to realize this through developing trade among members. 
With this end in view IDB has increased its financing of 
trade among member countries from a little over 50% to 
more than 80% during the period under review. However, 
the percentage of trade conducted among members is 
extremely low -- barely 10% (Chapter IV). Since most of 
the countries are characterised by a low level of 
development, they can hardly be expected to cater to 
each other's requirements. Strengthening of economic 
relations through trade can only be achieved in the long 
run. 
The IDB has indeed launched an ambitious programme 
based on non-conventional banking practices. So far its 
functioning has been smooth. It must, however, devise 
tools to enable it to compete with banks based on 
interest. Most of the financing has been either long 
term financing aimed at development of the 
infrastructure in member countries, or that involving 
foreign trade operations. The Bank should divert some 
funds for short term lending, especially in the 
agricultural sector as well as for financing the 
requirements of the self-employed people. Greater care 
and follow-up action will be required when dealing with 
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the private sector, especially the small borrower. Such 
type of loans could be provided on ttie basis of 
guarantees by the central banks or the governments of 
respective member countries. As the Bank acquires 
greater experience, provision and management of such 
loans will in no way pose a threat to its financial 
stability. 
To sum up we can conclude that the IDE's 
contribution has been varied, from strengthening of the 
infrastructural base, providing technical assistance 
for project identification, to promoting trade among 
members to enhance mutual co-operation and assistance. 
It has been able to make these achievements without ,in 
any way imposing debt liabilities on member countries. 
This is specially significant when we consider the 
enormous debt of the Third World Countries which has 
accumulated to nearly $ 1000 billion. Elimination of 
interest in the various forms of lending by the IDB is 
a welcome step and is a genuine and commendable effort 
at providing assistance without imposing an additional 
burden on the debtor country. In this context its 
contribution is noteworthy as it is different from other 
international aid institutions. Not only this, there is 
absence of compulsion to buy necessary equipments 
including technology from specific country / region. 
Although the immediate and definite impact of IDB's 
operations Cc; lot be spelled out, it will have long term 
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repercussions on the economic development of member 
countries. 
Finally, it seems reasonable to point out that as 
and when data on individual countries in so far as the 
impact of IDB operations on their economies is concerned^ 
becomes available^ a more meaningful study at a micro 
level will become possible. The future researcher must 
await publication and availability of such data. 
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APPENDIX - A 
GLOSSARY OF TERMS 
Bai Salam. A contract between a producer and a purchaser 
(bank) whereby the purchaser buys the specified product 
on post delivery and pays the cost immediately. In this 
sale, the cost of goods is fixed and paid in advance but 
the delivery is postponed or delayed up to a certain 
period. The characteristics of the good, the place of 
delivery, quantities, and prices, are specified in the 
contract. 
Hajj. Muslims' pilgrimage to Mecca. ** 
Hijri Year. Muslim Calendar Year based on the 
Prophet's (^ flight from Mecca to Medina corresponding 
to 622 A.D. ** 
Mudarabah, Modaraba, Mozarebeh. An agreement between two 
or more persons whereby one or more of them provide 
finance, while the others provide entrepreneurship and 
management to carry on any business venture with 
the objective of earning profits. The profit is shared 
by them in an agreed proportion. The loss is borne only 
by the financiers in proportion to their share in total 
capital. 
Murabaha. Sale at a specified profit margin. This term 
is also used to refer to a sale agreement whereby the 
seller purchases the goods desired by the buyer and 
sells them at an agreed marked up price, the payment 
being settled within an agreed time frame, either in 
instalments or lump sum. 
Musharakah, Musharika. A temporary equity participation 
agreement between a bank and clients for effecting a 
certain operation within an agreed period of time. Both 
parties contribute to the capital of the operation in 
varying degrees and agree to divide the net profits or 
losses in proportions agreed upon in advance. 
Riba. Literally means increase or addition and refers to 
the "premium" that must be paid by the borrower to the 
lender along with the principal amount as a condition 
for the loan or an extension in its maturity. It is, 
thus, equivalent to interest. 
Contd... 
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Sharia. , Divine guidance as given by the Quran and the 
Sunnah (which refers to the Prophet's (^ example as 
indicated by his practice or faith) and embodies all 
aspects of the Islamic faith, including beliefs and 
practices. 
Zsukat. The tax payable by a Muslim on his net worth as 
a part of his religious obligations, mainly for the 
benefit of the poor and the needy. 
* The definitions are derived from Bank Markazi Jomhouri 
Islami Iran (1983); and Chapra (1985) as quoted by 
Zubair Iqbal and Abbas Mirakhor in " Islamic Banking" 
published by IMF, Washington DC, March 1987. 
* Derived from Collins Double Book Dictionary and 
Enyclopedia, 1970 London, Glasgow. 
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APPENDIX - B 
Christian Calendar Equivalents of the Hijri Years 
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